Professional Conduct 
By C. R. HICKING, F.A.S.A., President, Australian Society of Accountants 


E PRESTIGE of a professional 
body depends to a large degree upon 
the ethical standards observed by its 
members, both in their association with 
each other and in their relationship 
with the community in general. Tech- 
nical competence alone is not sufficient 
to justify a claim to professional status, 
for in addition there must exist a full 
appreciation of the dignity of service, 
and an acceptance of traditional ideals 
of good manners, fair play and honour. 


There is a wide distinction between 
a profession and a trade, and this was 
clearly expressed by Mr. Albert Crew, 
the author of “The Profession of an 
Accountant”, in the following words:— 


“The chief feature of a _ profession 
which distinguishes it comma | from 
trade is its public usefulness and public 
worth. A doctor is concerned with the 

the public physically and 
mentally; the lawyer with the promotion 
of law and order and the rights of in- 
widuats; and the professional account- 
ant with accuracy and integrity in finance 
and commerce. A professional certificate 
given by a doctor, a lawyer, or a chartered 
or incorporated accountant is prima facie 
evidence of truth and reliability, and is 
recognised as such in a court of law. 
And so long as a profession keeps in the 
forefront the obligations it owes to society 
enforces those obligations on its 
members by precept, example and dis- 
cipline, so long will it remain a pro- 
fession.” 
In other words, the continued confi- 
dence of the public is essentially re- 
te to the maintenance of profes- 
status. 


From their association with the 
former Institutes, most of our mem- 
are doubtless well aware of the 
¢thical standards established by the 
profession in Australia, but it is desir- 
able that new members and students 
Id be cognisant of the responsibili- 
annexed to membership of an 
profession. Accordingly, the 
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Articles of Association and the By- 
laws promulgated thereunder by the 
General Council relating to Professional 
Conduct are published as a supplement 
to this issue of “The Australian 
Accountant”. 


In commending this supplement to 
your careful study, I point out that 
these By-laws deal with a number of 
matters of principle, and it must be 
emphasised that the jurisdiction of the 
Council in relation to professional con- 
duct is not restricted to these matters 
but extends to cover any action which 
might be regarded as “conduct or prac- 
tice derogatory to the profession of an 
accountant” (Article 29b). 


Thus there is an obligation upon 
members to exercise their judgment in 
connection with matters not covered 
by specific By-laws. Where doubts 
exist a ruling should be obtained from 
the Council. 


Limitation of space precludes a de- 
tailed discussion of these By-laws, but 
it seems desirable that special refer- 
ence should be made to two important 
questions, one of which is advertising 
and the other solicitation of business 
by circulars. From certain cases which 
have come before various Divisional 
Councils in recent months, it is ap- 
parent that a degree of misapprehen- 
sion exists in the minds of some mem- 
bers as to the interpretation of By- 
laws 6 (Advertising) and 14 (Solicita- 
tion of Business). The restriction on 
advertising is what one might term 
“a social rule” directed to protect the 
collective interests of the members 
against the selfish impulses of any one 
individual, and also to maintain a prin- 
ciple universally upheld by all profes- 
sions. 

Here I would repeat that a profes- 
sion has attributes that distinguish it 
from a trade. The merchant adver- 
tises goods because he has something 








PROFESSIONAL CONDUCT — Continued 


tangible to offer, but the professional 
man is in a different category for he 
offers service, knowledge and advice. 
He has nothing to advertise but his 
own virtues, and it must be remem- 
bered that “Self praise is no recom- 
mendation”. 


Looking at By-law 6 it will be 
noted that announcements of com- 
mencement or resumption of practice, 
alteration of address, notifications 
of admission or retirements of part- 
ners, are permitted provided “the 
announcement is simple, restrained, in 
good taste and without display of any 
kind”. It is further provided that the 
publication of such announcements 
must be limited to a period of one 
calendar month. Apart from the other 
exceptions mentioned in the By-law, 
advertising is completely prohibited. 
Some members are under the false 
impression that advertising is permis- 
sible if the letters designating mem- 
bership of the Society are not used. 
This impression is entirely wrong. 
The wording of the By-law is very 
clear, and it provides “no member shall 
advertise by any means or in any 
manner”. A member cannot do in- 
directly anything that he is prevented 
from doing directly as a member. 


In most of the cases dealt with, the 
form of advertising adopted by the 
members concerned was of the same 
pattern, an example of which is given 
below :— 


John CITIZEN, A.A.S.A., 


Accountant, Auditor and Business 
Consultant, 


Registered Tax Agent, 


1 First Street, Onedale. 
Telephone: ZZ1111. 


Other types of advertisements used 
have been headed “Income Tax Now 
Due” in bold lettering at the top of 
the advertisement, and the member’s 
name and address beneath in similar 
lettering. In some cases the designa- 
tion of the Society was not used. In 
nearly every instance the advertise- 
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in suburban news- 





ments appeared 
papers. 


The solicitation of business by cir- 
cular, personal approach or by other 
means is a breach of By-law 14, and 
it has been necessary to deal with 
several cases during the year. One 
case was considered where a member 
forwarded a circular letter in his name 
to several public accountants “tender- 
ing my best service in respect of any 
business which you may find possible 
and convenient to refer to my care”. 
In another case the member forwarded 
a circular in his name to several 
clients of a Public Accountant offering 
his services and advising that he would 
be prepared personally to call on them. 




















In a third case the member opened a 
new office and decided to notify his 
clients by circular letter. | However, 
he included in this circular other in- 
formation for the purpose of soliciting 
business, and did not confine the mail- 
ing of the circulars to persons who 
were his clients. 









It is realised that younger members 
commencing practice on their own ac- 
count have a difficult road to travel, 
and there is a natural desire to become 































known as quickly as possible, but as ac 
I have indicated there are some things — A. 
that just cannot be done by a profes- 
sional man. Over the years the men- do 
bers of the profession have striven pri 
hard to raise its standards to the eco 

highest level, and it is the duty of 
every member, whether in practice, a 

commercial life, or in the Government 
Service, strenuously to maintain the PRO 
principles that mark professional 
status. Ma 
Whilst in the main the rules govern- an 
ing Professional Conduct have specific Pid 
application to members in public prac- e 
tice, the non-practising accountant has conc 
his responsibilities as a professional In 
man. Members should refrain from — men 
associating themselves with any enter- Care 
prise which is known to be of ques Inst: 
tionable character, and they should § 784 
always regard their employer’s busi- Pre 
ness affairs and technical methods a5 — oun 
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In Brief... 


By A. McB. FAIRFOUL, F.AS.A. 


[A condensed review and commentary of this month’s major 
economic, trade and Stock Exchange activities]. 


APPY NEW YEAR. Australian 

trade and industry faces the year 
with more sanguine feelings and real 
prospects than this time twelve months 
ago. Confidence has returned, money 
is easier, spending freer and inflation 
virtually halted. 

The stores had bumper Christmas 
and January sales with cash takings 
well up on last year and stock turnover 
quicker. This augurs well for the com- 
ing months. 

Extent of our Christmas spending 
spree is shown by the record note issue 
of around £370 million. It rose by £34 
million in the few weeks before Christ- 
mas, but £10 million went out of cir- 
culation in the few days following. 


* 


[Amour might again become in ex- 
cess demand in coming months, 
according to the latest survey by the 
A.N.Z. Bank. 

It is important to ensure that this 
does not cause an upward spiral of 


prices that might endanger our 


economy, the Bank says. 


Am BANKING figures tell their 
own story of the return to liquid- 
ity. Total trading bank deposits of 
more than £1,200 million are now 
nearly double the advances. 

Deposits are nearly £150 million 
higher than a year ago while advances 
have contracted by around £25 million. 

Our overseas funds have also made 
big strides in the past year. They 
stood at £5204 million at December 31, 
or £168 million more than 12 months 
ago. 

The happy balance of trade position 
is largely due to continued high export 
income and another good season. Wool 
prices have been the most stable for 
years and, statistically, the position for 
the coming months is sound. Our wool 
cheque was £1644 million for the first 
five months of the current selling 
season, a rise of £22 million on last 
year. In all, 1,549,005 bales were sold 
with an estimated 2,400,000 bales still 
to go under the hammer. 

All the portents indicate the current 
wool cheque to be the second biggest 
on record, exceeded only by the fantas- 
tic prices of 1951. 





PROFESSIONAL CONDUCT — Concluded 


strictly confidential. Additionally, 
they should refrain from encouraging 
any practising member to depart from 
the accepted standards of professional 
conduct. 

In conclusion, may I commend to all 
Members the remarks of John L. 
Carey, the Secretary of the American 
Institute of Accountants, in his work 
“Professional Ethics of Public Ac- 
counting” :— 


The Australian Accountant, January, 1954 


“Out of the traditional standards 
of proper behaviour have grown the 
rules of professional conduct of all 
the professions. Through these 
rules the professions hope to provide 
a discipline which their members 
will voluntarily accept, and thereby 
win public esteem. This will in- 
crease the fortunes of the profes- 
sions as a whole, but even more im- 
portant the opportunities of their 
members to serve their communities 
in a useful and honourable way.” 





IN BRIEF — Continued 


HE COMMONWEALTH economic 
conference in Sydney was colorful 
but inconclusive. Convertibility of 
sterling, the basic problem, still seems 
as far away as ever, but the conference 
probably achieved more in the way of 
ironing out factional differences than 
any previous Empire gathering of 
Finance Ministers. 

All eyes are on the United States 
efforts to weather a possible minor re- 
cession. Our own buoyant economy is 
largely dependent on continued Ameri- 
can prosperity, for, “When the giant 
sneezes, the rest of us catch pneu- 
monia’’. 

Our biggest gain from the confer- 
ence would be if the Chancellor of the 
Exchequer, Mr. R. A. Butler, diverted 
more London money this way to help 
with our national development pro- 
gramme. He has said that Britain is 
anxious to help with funds for the 
development of the sterling area’s 
resources. 

But so far he is cagey about the 
amount we might expect and the rate 
we will pay. 


* 


OND RATES. It would cause no 
surprise if bond rates edged back 
this year. The bond market has been 
particularly firm, with yields averaging 
about £4 per cent—1/- or so less than 
last year. 

An example of the new interest in 
Commonwealth raisings is the success 
of the latest loan which sought £50 
million and got £65 million. Any down- 
turn in the bond rate would give a 
fillip to the whole money market. 
Recent loans are standing at a premium 
in the market in marked contrast to 
earlier raisings. 


* 


ANKS’ H.P. More trading banks 
seem certain to espouse hire pur- 


chase finance. The E.S. and A. Bank 
had barely broken the ice when the 
National Bank of A/sia Ltd. entered 
the field via a connection with an H.P. 
house. Both seem happy in the ven- 
ture. 


Alliance of banking and hire pur- 
chase is something new in Australia 
but is the accepted thing in the United 
States where the banks handle the 
giant’s share of the country’s H.P. 
finance. 


* 


HARE PRICES opened 1954 on the 
strongest market since the boom 
days of two years ago. Demand for oil 
and uranium stocks has been spec- 
tacular and has carried the entire mar- 
ket to higher levels. Industrial share 
indices started their strong upward 
move the day the W.A. oil strike was 
reported. 


Melbourne Stock Exchange departed 
from all precedents this month when it 
called mining and oil shares and the 
unofficial list before industrial stocks. 
This was done primarily to cope with 
clerical work in brokers’ offices follow- 
ing heavy dealings in these stocks, and 
because they were setting the tempo 
for most share deals. But the move 
can be criticised for focussing too much 
attention on speculative stocks and 
pushing proved investment and equity 
shares into the background. 


Sydney ’Change took the more ad- 
vanced step of creating a _ separate 
trading post for glamour stocks in the 
public eye. Trading posts are the at 
cepted practice in London and New 
York Stock Exchanges and must ip 
evitably be adopted by major Aus 
tralian Changes. But the logical start 
would have been to create a separate 
post for the Commonwealth Bonds. 
The public does very little trading in 
Bonds. Most of it is Treasury and 
institutional. 
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Fine Points of Commercial Law 
By £. H. COGHILL, LLM., (Librarian of the Supreme Court of Victoria) 


Juggling the Bank Accounts 


T TURNS out that the explanation 

of the case of Re Deague, 15 A.B.C. 
197, which I discussed under this head- 
ing last November (23 A.A., 479) is 
perfectly simple, and I am indebted to 
Mr. Burns, the Official Receiver, for 
pointing it out to me. 


When the report said that the bank 
manager agreed to lend the bankrupt 
£1,000, it meant exactly what it said. 
The bank did not lend it, as I mis- 
takenly stated, the bank manager lent 
it himself. 

Thus the decision becomes quite 
clear. Obviously, the bank gained a 
preference from having its account re- 
duced. 

Sorry to have misled readers. Per- 
haps I made the mistake because I have 
never met a bank manager like that. 


I must express gratitude to several 
readers who have written to me on the 
subject. In view of my misleading 
statement of the facts, their conclusions 
also missed the point, 


The Over-Optimistic Builder 


- RE FISHER, 16 A.B.C.1, Paine, J., 
of South Australia, put rather a 
restrictive construction on s.212 (1) of 
the Bankruptcy Act, which provides 
that any person against whom a 
Sequestration order is made who, in 
meurring any debt or liability, has ob- 
tained credit by fraud, shall be guilty 
of an offence. 


_ Bankrupt was one of two partners 
ma building firm. His partner did 
the actual building and he made the 
contracts. In 1946, he made several 
contracts, collecting about £800 as de- 
posits from three victims, but the firm 
was hard up and after a scheme of 
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arrangement had broken down, he was 
finally made bankrupt in 1949. 


On his compulsory examination, 
Paine, J., was asked to commit him 
for trial on charges under section 212 
(1), but refused on the ground that 
the bankrupt had not personally in- 
curred any debt or liability as all debts 
or liabilities incurred were the debts 
and liabilities of the partnership and 
therefore the section did not apply. 


His Honour also doubted whether to 
enter into an executory contract came 
within the section. Clearly it is not 
“incurring a debt”, but why is it not 
“incurring a liability”? 


Aftermath of a Level Crossing 
Smash 


HE CASES of Re Bond’s Motor 

Services Ltd. 1953, S.A.S.R.92 and 
Re Bond’s Motor Services Ltd. (In 
Liquidation) 1953 S.A.S.R.100, arise 
out of the terrible level crossing smash 
at Horsham in February, 1951, in 
which an interstate tourist bus of the 
company was wrecked, eleven passen- 
gers being killed and eleven injured. 


Writs were issued against the Com- 
pany, either alone or with the Victorian 
Railways, by several plaintiffs. One, 
Mrs. Hale, recovered judgment in Vic- 
toria against the company for £16,000 
odd which she held on appeal to the 
High Court, and the other claims were 
then still pending. The company was 
insured for a total of £50,000, both 
under the compulsory insurance pro- 
visions of the (South Australian) Road 
Traffic Act, and by a separate compre- 
hensive policy, and had other assets. 


But, of course, if the other 21 vic- 
tims recovered judgment on anything 
like the same scale as Mrs. Hale, it 
might quite well be seriously embar- 
rassed, if not insolvent. 





FINE POINTS OF COMMERCIAL LAW—Continued 


Mrs. Hale insisted on being paid the 
full amount of her debt at once, and 
when it was refused, petitioned for the 
compulsory winding up of the company. 
The company countered by going into 
voluntary liquidation and its liquidator 
obtained an order restraining her from 
levying execution on the assets of the 
company. 

The liquidator convened a meeting 
of creditors and claimants, at which 
twenty-two creditors were represented, 
and all except the petitioner were in 
favour of the voluntary liquidation 
continuing. 

Though the petitioner fought strenu- 
ously for an order, stressing especially 
that the liquidator appointed at the 
meeting seemed to be struggling to 
save something from the wreck for the 
shareholders, the Court refused to 
act on mere surmise or to ignore the 
expressed wishes of the majority of 
those interested, and accordingly it re- 
fused to make an order. This is the 
first of the cases abovementioned. 


But that was not the end. The 
South Australian Company Act con- 
tains an express provision (sec. 279 
(7)) that when a company has insured 
itself against liability to third parties, 
any amount recovered under the policy 
shall be paid in full to “the third 
party” to whom the liability was in- 
curred. 

This gets over the anomaly that a 
bankrupt motorist with third party 
cover knocks down pedestrians for the 
benefit of his general creditors—he col- 


lects on his.insurance policy, but the 
money paid goes into his general estate 
for the benefit of his general creditors. 
This anomaly is corrected in the case 
of bankruptcy by the Bankruptcy Act, 
sec. 84 (la). The (Victorian) Com. 
panies Act 1938, sec. 264 (7) is to the 
same effect, its actual language follow- 
ing the Bankruptcy Act (which itself 
follows the English Bankruptcy Act) 
rather than the South Australian Act. 

Anyhow, Mrs. Hale, looking at this 
section, insisted that the company was 
insured against third party risks, she 
had suffered from a risk insured 
against, and she (and she alone) had 
recovered judgment for a definite sum 
in respect of her injury. And she 
claimed that the liquidator must collect 
from the insurance company, and as 
soon as he had done so, pay to her the 
full amount of her claim. If that 
meant that the others would be left out 
in the cold, that was too bad. 

As might be expected, the Court 
would not swallow this. It held, in 
the second of these cases, that the sec- 
tion, even though it only refers to 
“the third party” in the singular, was 
intended to cover several claims and to 
ensure that they be dealt with fairly. 

The liquidator must wait till all 
claims were decided or settled and 
then (if they amounted to more than 
£50,000) divide the insurance money 
among the claimants rateably. 

Incidentally, the singular, “the third 
party”, is also used in the Bankruptcy 
Act, sec. 84, so this decision may 
throw light on that section and the 
Victorian provision also. 








NEW COVER. This month your magazine comes to you with 
a new look. The cover has been re-designed to incorporate our 
new crest. 
The Editors hope you like it and the new monthly round-up 
that starts with this issue. 
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Statistical Sampling for Internal Audit 


By F. K. WRIGHT 


ESSRS. H. W. Harris and V. L. Gole 
(Australian Accountant, Novem- 
ber, 1953) have performed a valuable 
service in drawing attention to Pro- 
fessor Vance’s application of statistical 
sampling to audit procedure. In their 
discussion, however, they make the 
following comment:—“The sampling 
technique may also be used by internal 
auditors, although probably not to any- 
where near the same extent as with 
external audit.” 


Now, the _ particular technique 
adopted by Professor Vance—Sequen- 
tial Sampling, as developed by the 
Statistical Research Group of Columbia 
University during the last war—is only 
one of several possible approaches to 
the problem of sampling for audit pur- 
poses. Sequential Sampling deals with 
material which is already at hand, and 
which has to be accepted as satisfactory 
or rejected as unsatisfactory. The 
statistical tables then specify the mini- 
mum size of sample which will enable 
a decision to be made with the desired 
degree of certainty. 


In the field of auditing, it can be seen 
that Sequential Sampling would suit 
the external auditor who arrives at his 
client’s office at the end of the financial 
year, and has to satisfy himself that 
the work of the year just past has been 
of a reasonable standard. 


The internal auditor, on the other 
hand, cannot wait until the end of the 
year before deciding whether or not 
the standard of work has been satisfac- 
tory. He will want to control the 
quality of the work month by month, 
and week by week. For his purposes, 
and perhaps also for the continuous 
type of external audit, involving visits 
to the client’s office throughout the 
year, the technique known as Quality 
Control seems to be more appropriate. 


, Quality Control, which was developed 
m 1924 to meet the requirements of 
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mass production industry, deals with 
material derived from a continuing pro- 
cess. It is concerned with maintenance 
of the quality of the process, and with 
early detection of any deterioration 
before too much unsatisfactory work 
has been produced. 


Quality Control. may be applied to 
invoices, receipts, dockets, entries and 
postings of all kinds which are re- 
gularly produced in large numbers. 


ESTABLISHING QUALITY 
CONTROL. 


To illustrate the method, let us as- 
sume that in an office certain dockets 
are made out at the rate of 200 a day, 
and the Internal Audit Department has 
been carrying out a 100% audit of 
these which occupies an audit clerk for 
three hours a day. The clerk checks 
for agreement of the details of each 
docket with those on the document 
from which it has been prepared, for 
arithmetical accuracy, for initials in- 
dicating that the internal check is 
operating, and for correct posting of 
the docket to the books of account. 


In order to reduce the amount of time 
spent auditing these dockets, the In- 
ternal Auditor decides to establish a 
Quality Control system. As a first 
step, he wishes to determine the cur- 
rent incidence of error in the dockets. 
To this end, he has a record kept of 
two weeks’ checking results, and it is 
found that in 2,000 dockets examined, 
40 errors occur. 


The Internal Auditor now decides 
that this is not satisfactory, and that 
no good purpose would be served by 
merely controlling the incidence of 
error at that high level. He therefore 
confers with the department head, and 
steps are taken to improve the quality 
of the work. 








STATISTICAL SAMPLING — Continued 


Subsequently, another fortnight’s 
check reveals only 14 errors in 2,000 
dockets. The Internal Auditor con- 
siders this a satisfactory standard, and 
decides to establish his quality control 
record on that basis. 













OPERATING THE SYSTEM. 


He instructs his audit clerk that 
henceforth only 10 dockets, selected at 
random, will be examined out of each 
day’s work. Each week, the number 
of dockets examined (50) and the num- 
ber of errors found are entered in the 
quality control record book. From the 
formula given in the Appendix, or from 
statistical tables, it is determined that 
more than two errors in fifty dockets, 
or more than three errors in a hundred, 
or more than five errors in two hundred 
successive dockets examined, would 
indicate, with 99.5% probability, that 
there has been a falling off in the stan- 
dard of work. On receiving such an 
indication, the Internal Auditor would 
take immediate action to find and deal 
with the cause of the deterioration. 

Any appreciable change would be 
quickly revealed by these statistical 
“danger signals’, whilst the average 
number of errors per 1,000 dockets 
would measure the actual standard 
being achieved over a number of weeks. 

The quality control record might look 
as shown in the accompanying figure. 
























REFINEMENT OF METHOD. 


The number of errors as a measure 
of accounting quality suffers from the 
defect, pointed out by Messrs. Harris 
and Gole in connection with Sequential 
Sampling, that it does not take into ac- 
count the relative seriousness of differ- 
ent kinds of error. 

This objection may be overcome by 
calculating an “error score” for each 
sample, and basing quality control on 
that score rather than on the number 
of errors found. It might be decided, 
for instance, that incorrect transcrip- 
tion of detail, omission of date, etc., 
rate one point only; omission of the 
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counter-signature two points; and 
errors in the amount, arithmetic or 
posting, three points each. (If such a 
scale is adopted, it must be laid down 
clearly once and for all, otherwise an 
apparent change in quality of work 
may merely reflect the varying sever- 
ity of the audit clerk’s judgment.) 


In order to determine the “control 
limit”—that is, the maximum permis- 
Sible error score—a rather elaborate 
calculation is necessary to determine 
the standard deviation. Once this cal- 
culation has been made, however, the 
operation of the system is as simple as 
in the previous case. 


SIZE AND FREQUENCY OF 
SAMPLES. 


It has been suggested that examina- 
tion of 10 dockets per day, or about 5% 
of the total, would be adequate. This 
calls for some explanation of the man- 
ner in which this figure was deter- 
mined. 


The number of dockets which has to 
be examined depends on the expected 
number of errors, and on the speed 
with which it is desired to take action 
in the event of an increase in errors. 
In the example, the expected number of 
errors is 7 per 1,000 dockets, and statis- 
tical tables indicate that the minimum 
sample on which action might reason- 
ably be taken would consist of fifteen 
dockets: two errors in fifteen dockets 
would be a signal for action. 


As it is doubtful whether much 
notice should be taken of a single day’s 
results in an operation as subject to 
the “human element” as clerical work, 
a week was adopted as the unit for 
quality control. The minimum sam 
would therefore have been fifteen 
dockets per week. 

It is not convenient, however, to take 
a random sample once a week, as the 
original documents for the dockets cal- 
not be held up so long, and much time 
would be wasted if they had to bh 
extracted again from their respective 
files by the audit clerk. A daily check 
is therefore desirable, but checking 
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STATISTICAL SAMPLING — Continued 


three dockets per day would hardly be 
worth while. Since the time taken per 
docket is only about a minute, it was 
considered that 10 dockets per day 
would represent a reasonable amount 
of checking, bearing in mind that the 
sensitiveness of the control sample in- 
creases rapidly with its size. 


IMPORTANCE OF RANDOM 
SAMPLING 


The validity of any statistical tech- 
nique—whether Sequential Sampling, 
Quality Control, or any other system— 
depends on the method of drawing the 
sample. A “random” sample is re- 
quired, that is to say, one in which 
each item has had an equal chance of 
being included. This is rather a dif- 
ficult thing to ensure—selecting items 
“at random” in the colloquial sense of 
the word, or making up numbers out of 
one’s head, is not good enough. Unless 
the clerk has been carefully trained in 
the technique of sampling, the auditor 
who wants to have confidence in the 
statistical results will not leave the 
selection of the sample to his dis- 
cretion. 

Where the items are serially num- 
bered, the use of a Table of Random 
Numbers is the easiest way of drawing 
arandom sample. Each day, the audi- 
tor would receive the number of the 
previous day’s last docket and, using 
the Table of Random Numbers, would 
specify the actual numbers of the 
dockets to be audited by the clerk. 


APPENDIX. 


Calculation of Control Limit. 
(1) For number of errors in sample: 
Where “c” is the number of errors ex- 
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pected in a sample of given size, the 
tbo limit “I” for samples of that 
size is given by the equation 
Il=c+3Ve 
Ex.: The expected number of errors 
is 7 per 1,000 dockets. In a sample of 
100 dockets, therefore, the expected 
number is 0.7, hence _ 
1=0.7+3\/ 0.7 =—3.2 


(2) For arbitrary error scores: 
Where x is the expected error score 
and “s” is the standard deviation of the 
scores, the contro] limit “I” is given 
by the equation _ 

l1—x+3s 

(See textbook of statistics for the 

method of calculating “s”.) 


For the methods of drawing the 
sample, see chapter 5 of Prof. Vance’s 
book “Scientific Method for Auditing’, 
University of California Press, 1950. 


Control Record. 
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“Corporation reports should rest upon the assumption that a fiduciary manage- ; 
ment is reporting to absentee investors who have no independent means of learning 

how their representatives are discharging their stewardship.”—Paton & Littleton. f 

tI 

( 

EFORE the development of the cor- trust. The position of trust which the : 
porate form of organisation, busi- management holds carries with it a | 
ness enterprises were carried on by sole responsibility to make a full disclosure ; 
traders or partnerships. Quite often of all material information which may t 
the sole traders or partners took an assist the shareholder in assessing the T 
active part in the affairs of the busi- value of his investment. In making a 
ness and usually had direct control reports, management should remember ne 
over all aspects of the business. Con- that the shareholders are interested es 
sequently, as the owner or owners per- primarily in profits and in the possi- ws 
sonally managed the business and had bility of maintaining or improving the in 
access to all accounting records, there profits. Secondly, the shareholders re- | 
was no demand for accounting reports quire sufficient information to be able | 
as we know them today. to assess the security of their invest- ha 
However, the development of the ments. act 
limited liability company brought a of 
great expansion in the scale of opera- Accounting reports have been de- bel 
tions and a separation of business veloped in response to the requirements shc 
ownership and management. The of business as it changed from single to 
course of many businesses became of venture trading to the large continuing cou 
interest to a large number of people enterprises of today. With single ven- the 
and the periodic reports of these busi- ture trading there was an automatic of 
nesses are now required to serve not accounting upon realisation at the com- qua 
a single proprietor but a large number pletion of a venture. Thus, at that hole 
of shareholders. These shareholders time, accounting was mostly a matter und 
do not take part in the management of of recording. Sole traders and small acco 
the business, have not the access to partnerships were able to obtain in- that 
accounting records which the sole pro- formation as to operating results and day, 
prietor had, and are quite often un- financial condition directly from ledger Suag 
familiar with the operations of the accounts. This method of obtaining of re 
business. In addition to the share- information was quite satisfactory Ey 
holders, creditors, government authori- until partnerships became larger and Pack 
ties, employees, trade unions and the companies began to develop. In par- impr. 
general public are interested in these ticular, the development and growth Over 
periodic reports. of the limited liability company has had simil: 
As very few shareholders take any most influence on the evolution of ac- dema: 
part in the management of modern counting reports. Naturally enough ing r 
business, the periodic reports are the the earlier reports were in the form of fact 
only source of information which the the ledger accounts, which the sole With 1 
shareholder has on the progress of the trader had referred to for information could 
business. It should be remembered as to results and financial condition. intere. 
that the shareholders are the owners However, once the necessity had arisen Inr 
of the business and that the manage- for reports separate from the ledger of The 
ment are servants holding a position of accounts, the way was open for develop- of Ch; 
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ment towards the best of present-day 
statements. 


The improvement in accounting re- 
ports has been a rather slow and 
gradual one. Many accountants were 
reluctant to change from the familiar 
ledger account form. The lack of con- 
sistency and clarity in accounting ter- 
minology did not assist the change. 
One of the principal obstacles to im- 
provement of accounting reports was 
the belief held by management in many 
quarters that statements should not 
reveal domestic matters to competitors, 
trade unions, or the general public. 
This belief at times went as far as 
not revealing more than was absolutely 
necessary to the shareholders. It was 
contended that even the creation and 
use of secret reserves was in the best 
interests of the shareholders. 


In the past twenty years accountants 
have realised the necessity for adapting 
accounting forms to the requirements 
of an accounting system, and, as the 
belief grew that accounting reports 

































< should convey all material information 
le to the shareholders, so, too, were ac- 
ig counting reports changed in order that 
> they would better serve this purpose 
ic of conveying information. In many 
7 quarters it was realised that share- 
at holders should not be expected to 
or understand accounting terminology and 
all account forms. Therefore, we find 
"Tr that the better reports of the present 
= day, wherever possible, use simple lan- 





guage, narrative form, and aim at ease 
of reading and understanding. 







ng 
ry Events such as the Royal Mail Steam 
ind Packet case had a big influence on the 





improvement in accounting reports 
over the past twenty years. This, and 
similar cases, brought a very strong 
demand for full disclosure in account- 
ing reports and drew attention to the 
fact that statements which complied 
with the legal requirements of the time 
could be used to deceive and mislead 
interested persons. 

In recent years, the recommendations 
of The Cohen Committee, The Institute 
of Chartered Accountants in England 
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and Wales, and of the Institute of 
Chartered Accountants in Australia, 
have done much towards improving the 
standard of accounting statements. 


It is generally accepted that it would 
be both unwise and undesirable to at- 
tempt to lay down a complete and rigid 
form for accounting reports. It must 
be left to management and to account- 
ants working in harmony to continue to 
strive for improvement in the form and 
content of published financial state- 
ments and reports. 


The purpose of published accounting 
reports is to convey information to the 
shareholder. Therefore, the first con- 
sideration of anyone making such a 
report should be—“Who is the share- 
holder?” Followed by—““What would 
I want to know if I were the share- 
holder?” and, “How can I best convey 
the information to the shareholder.” 

Today, the answer to the first ques- 
tion is, that a very large section of the 
community are shareholders in per- 
haps one or two companies, and that 
most of them are not familiar with 
accounting conventions, doctrines, 
form, or terminology. 

The answer to the second question 
is, that some of the things a share- 
holder may want to know are— 


What profit has been made? 
How was it made? 
Can it be maintained? 
Is my investment secure? 
Who manages the business? 
What funds were available to the 
business during the year and how 
were they used? 
Can one or two large shareholders 
control the company? 
and also, information about the com- 
pany’s product and employee relations. 
Remembering that shareholders are 
normally not very familiar with ac- 
counting, the third question may be 
answered by saying the emphasis 
should be on simplicity and clarity. 
Explanatory statements in narrative 


it 


form, using plain language and avoid- 
ing technical terms is one way of 
achieving this. Graphic presentation 
is another method of helping the share- 
holder to understand and grasp signi- 
ficant facts about the company. 


It should be remembered that share- 
holders, not management, are entitled 
to decide what information they re- 
quire, and what serves their best in- 
terests. 


When accounting reports are made to 
shareholders attention should be given 
to the design, lay-out and general ap- 
pearance of the complete report. A 
neat attractive report in book form. 
which makes good use of illustrations 
and graphic presentation, is in itself a 
very good advertisement for the com- 
pany and gives some indication that the 
company has an alert and capable man- 
agement. 


Preferably statements should be in 
vertical form and attention must be 
given to classification and suitable 
grouping of the items in the state- 
ments. The use of technical terms 
should be avoided as far as possible. 
Simplicity, clarity and ease of under- 
standing are most important. Remem- 
ber, the shareholders are not account- 
ants. 


Disclosure of all material informa- 
tion should be the foundation stone of 
all reports to shareholders. In recent 
years the tendency towards full dis- 
closure has had considerable influence 
on accounting reports. Consistency, 
too, is very important, and where it is 
found necessary to depart from usual 
practice, the attention of the share- 
holder should be drawn to the change 
and to its effects. 


In recent years many companies 
have made efforts to improve their pro- 
fit and loss or operating statement, and 
in some statements it can be seen that 
effect is being given to many of the 
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recommendations of authoritative 
bodies, both here and overseas. Many 
companies now give their sales separ- 
ately from other income. Also, some 
companies, instead of showing only one 
figure, Total Expenses, are showing 
such items as Salaries and Wages, Cost 
of Production, Selling and Distribution 
Expenses and Administrative Expenses 
separately. Non-recurring, or unusual 
items, too, are shown separately. This 
is all part of the present-day trend to- 
wards more informative statements. 


Improvements are evident in many 
balance sheets, too. More attention is 
being paid to classification and group- 
ing of balance sheet items. The better 
accounting reports of today present the 
balance sheet so as to show clearly the 
more important balance sheet relation- 
ships. The vertical form is now used 
more frequently and working capital is 
shown in some statements. 


More companies are now showing 
comparative figures and are including 
additional statements, such as—dis- 
position of funds statement, statement 
of shareholdings, and further statis- 
tical information about the company 
and its product. 


Other things which are receiving at- 
tention in the better reports of today 
are employee relations and additional 
information about the directors and 
management. Also, many companies 
are making use of a highlight page to 
emphasise or to outline and clarify the 
main features of the accounting state 
ments. 

In conclusion, it should be remen- 
bered that the main purpose of these 
reports is to convey to the shareholder 
the information he requires. In order 
to achieve this purpose it is necessary 
to present the information in the form 
and by those methods which will allow 
the shareholder to read, understand 
and interpret them with the least dif 
ficulty. 
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Materials Handling Methods 


By W. F. STURROCK 


Processin, 
motions merely add to the cost. 


motions, it has been said, add value to a product, while handling 
The extent to which the handling, the transport of 


materials add to the cost of the finished product is a larger proportion of the total 
cost than is generally realised. In many Factories as much as 40 per cent of the 
Workers’ time goes into moving materials and partly manufactured goods, moving 
things about within the works and to and from the Despatch Department. 

Improved material handling methods have been known to reduce handling costs 
by as much as 25 per cent, consequently efficient handling methods are very desirable 
and the following three papers on Material Handling Principles and Methods, presented 
to a meeting of the Australasian Institute of Cost Accountants in Melbourne, are of 


timely interest. 


Efficient Material Handling 


Y object is to stress the tremen- 
dous cost savings that today are 
being effected by efficient material 
handling practices, and to engender an 
even greater enthusiasm for any ex- 
tension of proven practice wherever 
possible. Having had the opportunity 
of gaining personal appreciation of 
what can be done with equipment now 
available, I submit certain material 
handling principles which may provide 
some basis for determining how lower 
costs may be achieved. 


The fundamental idea of Modern 
Management is to condense the experi- 
ence of others so that none but the best 
methods and facilities will be used and 
it is with this thought in mind that 
the following guiding principles are 
set forth :— 


1. Terminal Time Principle. 


Maximum economy is obtained in 
Handling Materials by reducing the 
terminal time of material handling 
equipment to a minimum. 


Comment: Material handling equip- 
ment is designed to move material, 
therefore, efficiency is high when it is 
- ort materials instead of waiting 
about. 


2. Handling and Mechanical Equipment 
Principles. 
Economy in handling is obtained as 


the size of the Handling Unit is in- 
creased, 
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Comment: In other words, Handling 
cost is reduced if small packages are 
concentrated into large units to be 
handled by mechanical equipment. 


3. Performance Principle. 


Economy in material handling is de- 
termined by performance, that is the 
handling of so many tons, pieces, gal- 
lons, etc., per manhour and cost per 
unit. 

Comment: To obtain this perform- 
ance the choice of the particular equip- 
ment which will give the best result is 
essential. 


4. Principle of Standardisation. 

The determination of the best prac- 
tice under particular conditions is 
necessary to maximum economy. 

Comment: A heterogeneous mixture 
of equipment is not so economical as 
standard equipment that is the result 
of a thorough study of the work to be 
done. 


5. Principles of Flexibility. 

Economy in material handling is ob- 
tained by the use of equipment which is 
capable of a variety of uses or applica- 
tion. 

Comment: The obvious comparison 
here is between the Fork Lift Truck, 
which can handle a variety of mounted 
or unmounted loads as against a lift 
truck which can only handle a skid. 


6. Principle of Dead Weight. 

Economy is obtained as the ratio of 
dead weight of equipment to load car- 
ried is reduced. 
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Comment: This is in reverse to the 
old adage of sending a boy on a man’s 
errand. In the case of Fork Truck 
Trailers, Pallets, etc., the lower the 
weight the less manpower to manipu- 
late them. 


7. Equipment Detail Principle. 


Productivity of equipment is increas- 
ed by provision of Automatic Couplings, 
Non-Friction Bearing Rubber Tyres 
instead of metal. Resilience of a tyre 
largely determines the power necessary 
to start a Truck or Trailer. 


8. The Straight Line Principle. 


Economy in handling materials is 
~~ eae if they are moved in a straight 
ine. 


Comment: The ideal application is 
found in factories where raw materials 
enter the building at one end, leave as 
finished products at the other end. 


9. The Fatigue Principle. 


The productivity of men in increased 
as fatigue is reduced by provision of 
mechanical equipment and other aids 
to reduce fatigue. 


Comment: To reduce fatigue is wise 
and economical, and the reduction of 
fatigue is one of the advantages re- 
sulting from the use of mechanical 
equipment. 


10. The Principle of Productivity. 


The unit expense of handling 
materials decreases as the quantity to 
be handled increases. 


Comment: In other words the effici- 
ency of equipment increases as the 
amount of material handled increases. 


By keeping these ten fundamental 
facts in mind when analysing materials 
handling problems they will greatly 
assist in achieving correct results. 


The steady rise in labour costs over 
the last 10 to 15 years has been offset 
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in some measure by the use of horse 
power in lieu of manpower. During 
this period the fork truck, straddle 
truck, gurlinger, portable elevator, 
tractor-trailer, hydraulic jack truck, 
pallet and the skid, have become part 
of our everyday practice of materia] 
handling. 


The younger generation probably 
cannot appreciate the impact that to 
day’s methods have had on costs and 
what it would mean to handle materials 
by the old hand methods at today’s 
hourly rates of pay. 


Cost Summary. 


In the final analysis of the problem, 
as stated previously, Management is 
vitally interested in costs, therefore, 
from the survey taken for the old and 
new methods an assessment of costs 
must be made. This should include all 
those things which are necessary for 
the proposal to function. Capital and 
operating costs, savings to be made, 
savings in floor space, greater produc 


tivity, etc., can be properly set out and 
in conjunction with the Accounting 
Department a plan can be prepared as 
to whether the capital cost could be 
encompassed in one year or whether 
the job must be spread over several 
years. 


Usually if the Engineer can show 
substantial cost savings in any pr 
posal it is very difficult for any Manage 
ment to turn it down. 


The Engineer must present a true 
and factual case to Management, as the 
scheme is usually decided on his recom- 
mendation and if his scheme is adopted 
then he must prove his case in actual 
practice and really live with the job 
from a maintenance viewpoint. 


Mr. Freemantle’s article, which fol 
lows, illustrates an actual example how 
such a case has been presented to Man- 
agement and subsequently _ installed 
with the desired result. 
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SAVINGS FROM A LIFT TRUCK — PALLET INSTALLATION 
—- A CASE STUDY 


By W. P. FREEMANTLE 


In 1946 Managements were faced 
with post-war rehabilitation pro- 
grammes which necessitated increasing 
outputs to meet demand. In one busi- 
ness there appeared two possible solu- 
tions—one, to build a new factory and, 
two, to procure storage facilities out- 
side the present factory site. 


Neither of these solutions, however, 
were really practicable, as shortage of 
building materials and labour pre- 
vented the erection of any new build- 
ings and outside storage would add too 
much to the cost. 


Finally, it was decided to ascertain 
if the procedure of storing and handling 
materials which is commonly known as 
“Palletisation” would solve or alleviate 
the problem. 


The Company concerned was engaged 
in pressing and fabricating motor car 
bodies of various types. Raw material 
carried by the company consisted of 
4,000 tons of sheet steel. Economic 
batches required 10 weeks production 
cycle to achieve the desired efficiency. 
The components varied in shape, size, 
and weight, which presented a problem 
for standardisation. 


You are all aware of the various 
parts that go into the manufacture of 
a motor car and you can realise the 
magnitude of this project. 


After making an analysis of the ex- 
tent of the standardisation possible, 
four sizes of pallets were selected to 
handle the complete range. Only three 
sizes, however, were used in the final 
installation. 


For the new project the following in- 
formation was obtained:— 


(a) The unit loading schedule to deter- 
mine the number of pallets re- 
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quired for handling maximum 
stock, including works-in-progress. 
Mobile equipment required to 
transport pallets. 

Labour force involved in operating 
system. 

orga involved for storage of pal- 
ets. 

Equipment, labour and area costs 
required to extend existing sys- 
tem of skids, racks, bins, etc. The 
information was needed for a cost 
comparison. 


With the information available, the 
following figures were compiled :— 
Equipment for extension to 

existing scheme .. £11,518 

£49,616 


(b) 
(c) 
(d) 
(e) 


Equipment required for pal- 
letisation system .. .. .. 


Operating Cost: (Per double 
shift for extension to exist- 
ing system). 

Labour charges, 225 hands £1,567 


per week 


Operating Cost: (Per double 
shift for new system). 


Labour charge, 84 hands .. £581 


per week 


The installation of pallets would re- 
quire an additional investment of 
£38,103 more than the amount required 
to extend the present set-up. 


The operational cost difference would 
be £986 per week in favour of the pallet 
system. Expanding the old system 
would require 150% increase in floor 
area whereas the pallet installation 
would require only 80% increase. 


The cost position may be summarised 
as follows:— 
Extra Capital Cost of Pallet 
Handling Scheme over Ex- 
tension of Existing Scheme £38,103 


IS 
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Savings on Operating Costs 
per 40-hour week ee 
shift) . " 

Less replacements of 
pallets and _ boxes 
over 10 years, i.e., 

10% ..... £4,000 

Less replacements of 
of Fork Lifting 
Trucks over a period 
of 5 years, i.e., 20% £1,350 


£39,840 


£5,350 
£34,490 


Period for recovering of 
extra cost on a Double 
Shift Operation . ... ....=1.125 yrs. 


These figures give broadly the results 
after the intensified survey men- 
tioned, was carried out. They serve to 
show the results that follow the correct 
technique being employed. 

While an illustration from the Motor 
Car industry has been used, the pallet 
system has been successfully applied, 
in Australia and overseas, in the fol- 
lowing industries :— 

1. Foundries. 


2. Wholesale Groceries, 
3. Hardware Stores, etc. 
4. Plastic Industries. 
5. Cool Stores for storage of meat, 
butter, eggs, cheese, etc. 
6. Rubber Industry, motor tyres and 
raw rubber, etc. 
7. Electrical Industries, 
and all types of heavy industries, etc. 
With moderate variation the pallet 
system can apply to most businesses 
where any sizable quantities of 
materials are handled. 


* * * * 


Time studies, flow charts and ade- 
quate accounting data are the tools 
necessary for the solution of material 
handling problems. Appreciable re- 
duction in cost can follow from the.cor- 
rect selection of the method and hand- 
ling equipment and proper scheduling. 
Still keener material handling analysis 
is required in these competitive days. 
The papers presented state the prin- 
ciples to be applied and the method of 
analysing the problem and presenting 
the findings and they will be a useful 
guide to follow in similar investiga- 
tions. 





company's operations. 


LIFT IT! 





USEFUL REPORTS. 


When reporting to executive management, let us not place 
ourselves in the unfortunate position of the efficiency expert who 
was hired by the president to report on certain phases of the 
The expert made the survey and compiled 
the report in great detail, placed it on the president's desk, and 
waited. He had no word from the president for a considerable 
length of time and, anxious to find out what the comments were, 
he went to the office and asked the president whether or not he 
had read the report. The reply was—READ IT! 


| CAN'T EVEN 
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Bad Debts as a Tax Deduction 


By C. W. WEIR, AM.T.C., AAS.A. 
(This article is intended primarily for students.) 


COMMON difficulty experienced 

both by students and accountants 
alike is the application of the condi- 
tions upon which bad debts are an al- 
lowable deduction under the present 
Income Tax Assessment Act. It is to 
a consideration of these provisions that 
this article is directed. 

The relevant provisions of the In- 
come Tax Assessment Act 1936-53, are 
contained in Section 63 which provides 
as follows :— 


“(1) Debts which are bad debts and 
are written off as such during 
the year of income, and 


(a) have been brought to ac- 
count by the taxpayer in 
any year; or 

are in respect of money 
lent in the ordinary course 
of the business of the lend- 
ing of money by a taxpayer 
who carries on that busi- 
ness, and no other bad 
debts, shall be allowable de- 
ductions, 


(b) 


If a debtor, after incurring a 
debt so brought to account, or 
in respect of money so lent, is 
adjudicated bankrupt, or exe- 
cutes a deed of assignment or 
arrangement for the benefit of 
his creditors, the debt (where, 
in the opinion of the Commis- 
sioner no amount will be paid 
on account of the debt) or the 
amount by which, in his opinion, 
the amount which will be re- 
ceived on account of the debt 
will be less than the debt, shall 
be deemed to be a bad debt. 


Where in the year of income a 
taxpayer receives an amount in 
respect of a debt for which a 
deduction has been allowed to 
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him under this or the previous 
Act, his assessable income shall 
include that amount.” 


What is a bad debt? 


The first condition required is that 
the debt must be bad. As to whether 
a debt is bad is a question of fact, and 
the onus of proof is on the taxpayer. 


In Elder Smith & Co. Ltd. v. Comm. 
of T. (N.S.W.), Harvey A.C.J. said :— 
“In the strict sense, it is impossible 
accurately to say that a bad debt has 
been incurred until the debtor has died 
without assets, or has gone insolvent 
and his estate has been distributed or 
the debt has become statute barred.” 


No such standard of proof is re- 
quired by the legislation and the claim 
may be allowed notwithstanding that 
the badness of the debt cannot be posi- 
tively and quantitatively proved. Apart 
from bankruptcy and the like, no 
criterion is laid down to establish that 
the debt is bad. Each case must de- 
pend on its own circumstances, but the 
following may be accepted as a general 
guide to the conditions sufficient to 
justify the claim that the debt is bad :— 


(a) The debtor has died insolvent 
and it would be profitless to take 
out letters of administration. 


The debtor has vanished, and 
the creditor has no knowledge 
of any assets of the debtor to 
which recourse could be had. 


The debtor is without assets 
and he has submitted proof that 
because of his age, health or 
other circumstances he is un- 
likely ever to acquire sufficient 
assets to satisfy the debt. 

The debt is statute barred. 
Any action to recover could be 
met by a counter claim and the 
circumstances are such that it 


(b) 


(c) 
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would be expedient to abandon 
the claim. 


A consideration of subsection (3) 
shows that the legislation contemplates 
that debts might be deducted which are 
not bad debts and it is therefore pro- 
vided that any amounts received in 
respect of a debt for which a deduc- 
tion has been allowed shall be included 
as assessable income. 


The primary requirement is that an 
honest judgment be made at the time 
the accounts are being prepared—in 
the light of events up to that stage. 


What writing off means. 


The second condition required by 
Section 63 is that the debt must be 
written off as a bad debt during the 
year of income in respect of which 
the allowance is claimed. 


In this regard, the Board of Review 
stated (10 C.T.B.R. Case 33) :—“In 
our opinion the writing off of a bad 
debt does not necessitate a particular 
form of book entry or even a book entry 
at all. It is sufficient, we think, if 
there are written particulars—there 
must, of course, be some writing— 
which indicates that the creditor has 
treated the debt as bad.” 


It is, however, suggested that the 
necessary entry be made writing off 
the account. In this regard, the sec- 
tion provides that the physical act of 
writing off the debt should take place 
within the year of income in respect of 
which the loss is claimed, and should 
not, as is often the practice, form one 
of the balance day adjustments made 
after the preparation of the trial 
balance at the close of the income year. 


It is important to note that a pro- 
vision for bad debts is not writing off. 


It is a general application of profits 
to meet a contingency that may or may 
not arise. Such provision is no more 
than the anticipation of a loss, and for 
that reason is not an allowable deduc- 
tion. 


18 


Debts which have been brought to 
account as assessable income. 


The third condition is that, with the 
exception of money lenders, the debt 
must have been brought to account by 
the taxpayer as assessable income of 
any year. 


If the amount has not been brought 
to account as assessable income by the 
taxpayer, no allowance can be claimed 
in respect of part or the whole of the 
amount as a bad debt. Thus where a 
taxpayer renders his return of income 
on a cash basis, he does not return 
“debts” as assessable income, and he 
is not entitled to a deduction in respect 
of bad debts. 


In other words, the taxpayer auto- 
matically receives a deduction by re- 
fraining from bringing the debt to 
account as assessable income. On the 
other hand, where sales, fees charged, 
rents accrued and the like are brought 
to account as assessable income in any 
year, a bad debt is incurred in respect 
thereof, and it is written off during the 
year of income, it is an allowable de 
duction. 


It is worthy of note that in regard 
to a taxpayer company, the Act con- 
tains no restriction upon the allow- 
ance of bad debts where all the shares 
or a majority of shares have changed 
hands. The deduction may be made 
by the company irrespective of & 
change in the ownership of shares since 
the debt was incurred. 


Money lent in the ordinary course of 
business. 


The alternative condition contained 
in Section 63(1)(b) deals with bad 
debts incurred by a taxpayer who car- 
ries on the business of money lending. 
In order to qualify as an allowable 
deduction, such debts must be bad, 
and have been written off as such dur- 
ing the year of income, and be in re 
spect of money lent in the ordinary 
course of the lending of money by 4 
taxpayer who carries on that business, 
notwithstanding that such debts have 
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BAD DEBTS AS A TAX DEDUCTION — Contd. 


not been brought to account as assess- 
able income of any year. 


It is important to note that it is not 
necessary that money lending should 
be the taxpayer’s principle business, 
provided the money is lent in the ordin- 
ary course of the business of lending 
money. It is a question of fact 
whether a taxpayer carries on the busi- 
ness of the lending of money as a prin- 
cipal or subsidiary activity, and each 
case must be determined in accordance 
with the circumstances surrounding 
his transactions. It is not sufficient 
to show that a man had on several 
occasions lent money at remunerative 
rates of interest; there must be a de- 
gree of system and continuity about 
the transactions. The fact that a tax- 
ae is not registered as a money 
ender does not necessarily debar him 
from obtaining a deduction under Sec- 
tion 63(1) (b). 


The examples given below will serve 
to illustrate to some degree the prin- 
ciples outlined above. 


A loss arising out of an advance by 
a taxpayer to an employee for the 
latter’s private purposes was held not 
to be an allowable deduction. (10 
C.T.B.R. Case 34C.) It was the 
Board’s opinion that the sum in ques- 
tion was in fact a bad debt, but the 
taxpayer was precluded the allowance 
as a deduction as the debt had not 
been brought to account as assessable 
income, and was not in respect of 


money lent by the taxpayer in the 
ordinary course of his business. 

A brewery company, in order to in- 
crease its profits, loaned money to its 
customers on the security of their 
hotels and it incurred certain losses 
by reason of the value of the security 
not realizing the balance of the loan. 
Held, such losses were deductible as 
business expenses. (Reids Brewery 
Co. Ltd. v. Male). 


Bad Debts Recovered. 


Where a taxpayer subsequently re- 
covers an amount on account of a debt 
in respect of which he has been allowed 
a deduction as a bad debt, Section 
63(3) requires that he include that 
amount as assessable income in the 
year of receipt. 

This enactment is specific and applies 
even where the amount concerned is 
received after the activities of the 
business concerned have been discon- 
tinued. 

Summarized, it may be said that a 
claim for the deduction of a bad debt 
may be justified if the following condi- 
tions are fulfilled :— 

(1) The debt must be bad. 

(2) The debt must have been writ- 
ten off during the year of in- 
come. 

(3) The debt must have been 
brought to account as assessable 
income or be in respect of money 
lent in the ordinary course of 
business by a person carrying 
on that business. 





TIME FLIES AT 60. 


When as a child I laughed and wept, 
time crept. 

When as a youth I dreamed and talked, 
time walked. 

When I became a full grown man, time 
ran. 
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And later, as I grew, time flew. 

Soon I shall find while travelling on, 
time gone. 

Will Christ have saved my soul by then? 
Amen. 

(Inscription on old clock in Chester Cathedral). 
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How the Other Half Lives—Some Thoughts 
on Swedish Companies’ Legislation 


By R. E. MASKELL 


E Royal Swedish Patent and 
Registration Office demands de- 
tailed annual reports and financial 
statements from all reporting bodies. 
In many ways the relative conces- 
sions in the compilation of these state- 
ments will leave Australian manage- 
ments both gasping and envious. 


For example, companies are per- 
mitted to:— 

(i) write-off more than the neces- 
sary amount of depreciation on 
fixed assets; 

(ii) write-down the value of inven- 
tories, if they so desire. 

Thus, so-called secret or hidden re- 
serves are not frowned upon but, in 
fact, are virtually encouraged as they 
are tax-exempt. 


“Reserves for depreciation” are 
given in a footnote to the balance 
sheet. Since 1950 it has been neces- 
sary also to state the agreed-upon- 
values used for fire-insurance purposes. 

The authorities, guided by these fig- 
ures, consider it is possible to esti- 
mate the “real value” of buildings, 
machinery, equipment, etc. 

During the fiscal years, 1951 to 1953 
inclusive, the inflation-laws have aimed 
to limit company investments. For 
this reason, the idea of unrestricted 
write-offs, have not been used to the 
same extent as in earlier years. 


Nevertheless, these measures are all 
aimed at keeping healthy the financial 
structures of businesses. In fact, the 
whole purpose of the Swedish Com- 
panies’ Legislation has been to view 
their business structures as National 
Assets. 

This is actually a realistic attitude 
because if the companies are sound 
financially then they can expand, pay 
good wages, and give efficient service. 
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Reserves and Profits. 

It is mandatory for companies to set- 
aside part of the profits to a legal re- 
serve amounting to at least 20 per cent. 
of the share capital. 

If the reserve falls short of this 
amount, the company must set-aside 
at least 10 per cent. of its annual profit. 
(For banks 15 per cent. of the year’s 
profit has to be transferred to the legal 
reserve until it amounts to 50 per cent. 
of the share capital). 

Reserves may not be used for other 
purposes than to cover an incurred loss 
which cannot be covered in any other 
way. 

Companies other than banks with 
“tied-up” own capita] (share capital, 
legal reserve and supplementary legal 
reserve) falling below the total sum 
of the liabilities (certain liabilities are 
exempt) are under the obligation of 
continuing to set-aside 10 per cent. of 
their annual profits even after the time 
when the legal reserve amounts to 20 
per cent. of the share capital. 

This may be carried out either 
through a consistent process of setting 
aside to the legal reserve or through 
a setting aside to the supplementary 
legal reserve for the use of which less 
rigorous rules are in force. 

Accumulated profits which have xot 
been set-aside to either the legal or 
supplementary legal reserve are termed 
“free reserves”, “price-adjustment re 
serve”, “cost-equalisation reserve” and 
the like. 

In consolidated balance-sheets the 
legal and the supplementary legal re 
serves are both covered by the term 
“statutory reserve”. 

The building and stock investment 
reserves represent amounts (which 
according to Swedish taxation law) 
may be set-aside as being exempt from 
taxation. 
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HOW THE OTHER HALF LIVES — Continued 


The purpose is to enable these com- 
ies to use their reserves in a subse- 
quent year for write-offs on new build- 
ings and write-downs of new inven- 
tories, respectively. 

In most cases “the year’s profit” 
cover the gross profit less depreciations 
and costs unrelated to the business as 
well as allocations for taxes and to 
social foundations. 


Secretarial and Company Procedures. 


When nothing else is stated in a Com- 
pany’s Articles of Association, Swedish 
law decrees that a shareholder or his 
representative may not vote for more 
than one-fifth of the share capital re- 
presented at a General meeting. 


If a proviso is included in the 
Articles, however, it can be ruled that 
a shareholder or his representative may 
vote for the full number of shares 
owned or represented. This is usually 
indicated by the term “Unlimited Vot- 
ing Rights”. 


The Acquirement of Real Estate. 


A foreigner’s right to acquire real 
estate in Sweden is restricted by law. 


In order to prevent foreigners from 


obtaining control over real estate 
through a limited company, the law 
expressly prohibits limited companies 
from acquiring real estate without first 
obtaining a permit from the authori- 
ties. 

If the Articles of Association include 
a proviso to the effect that less than 
one-fifth of the share capital may be 
controlled by foreigners, or in the case 
of shares entitled to different voting 
rights, less than two-fifths of the share 
capital and at the same time less than 
one-fifth of the number of votes, this 
fact is indicated by the _ restric- 
tive proviso, “Foreign Shareholders 
are Limited”. 


Shares which are capable of being 
acquired by foreigners are known as 
“free” shares. 
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Consolidated Statements. 


Consolidated Statements (where ap- 
plicable) must be submitted but only 
the group’s profit need be published. 
However, numerous companies now 
voluntarily publish the consolidated 
statements in their entirety. 


Some Concluding Observations. 


Allowing for such things as types 
of governments, environment, the 
economy, traditional developments and 
the origins of the law it is, at least 
interesting to make some brief com- 
parisons. 


(i) In Australia there is a wide 
divergence between our Com- 
panies’ Acts and our Taxation 
Assessment Act. 


(ii) In Sweden apparently the typical 
company is viewed more as a 
National Asset—an asset which 
primarily is set-up to develop 
and produce goods and services. 


The traditional capital-revenue 
concept so uppermost in Aus- 
tralian taxation legislation 
seems to have given way in 
Sweden to the realisation that 
a capital expenditure should be 
considered in terms of economic 
behaviour. 


The test in Sweden seems to be 
the resilience or otherwise of the 
outlay made, i.e., the rate of 
turnover into cash. Buildings, 
major-replacements and addi- 
tions to plant-capacity, in the 
terms of Australian taxation 
legislation seem essentially to 
lack this resilience or flexibility. 
That is, their rate of turnover 
into cash is broadly a sluggish 
one—hence the liquidity prob- 
lems besetting numerous busi- 
ness units in Australia today. 


(v) Top-management decisions in 
Australia compared with those 
in Sweden therefore tend to be 
slower in adjusting themselves 
to short-term changes in out- 
look—an important feature in 
the dynamic world of today. 
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(vi) The conflict in viewpoint, to put 
it in another way, seems to me 
to be between the tangibility of 
an asset and its economic and 
social nature. 


The Swedish legislation tends 
to emphasise financial manage- 
ment—indeed, encourages the 
ploughing-back of profits and 
the building up of internal re- 
sources; whereas, in Australia, 
our Income Tax Laws virtually 
look to the capital-revenue con- 
cept, and its concomitant device 
the fiscal-year as the prime con- 
siderations. 

That is, the Taxation Depart- 
ment in giving effect to the laws 
is primarily a protector of the 
revenue, and therefore is con- 
cerned more with certainty than 
equity. Consequently, the go- 
ing-concern convention is gen- 
erally forgotten to the detriment 
of our National Assets—the 
source of productive enter- 
prise and all this implies. 

Thus we get a peculiar com- 
parison. In Sweden, account- 
ing as such is the hand-maiden 


of financial management and 
liquidity, whereas, in Australia, 
“taxation accounting” influences 
unduly both generally accepted 
accounting principles and also 
financial management. 
My general conclusions are that :— 
(i) there is a substantial body of 
generally-accepted accounting prin- 
ciples and conventions which should 
not give way to the expediences of 
either taxation or financial manage 


ment; 

(ii) that these principles and con- 
ventions are in considerable conflict 
with those taxation procedures imposed 
at present in Australia; 

(iii) that the going-concern con- 
vention and the allowance of much 
bigger reserves by our taxation authori- 
ties would tend to bring about a recon- 
ciliation between (a) generally ac- 
cepted accounting principles and con- 
ventions and (b) financial manage 
ment; 

(iv) that depreciation, obsolescence 
and deferred maintenance and the like, 
are either costs or losses which should 
adequately and realistically be offset 
against revenue if our National Assets 
are not to suffer from the disease of 
capital erosion. 





Dated the 11th day of January, 1954. 





Commonwealth Institute of Accountants 
(IN LIQUIDATION) 


NOTICE CONVENING MEETING PURSUANT TO SECTION 235 OF THE 
COMPANIES ACT, 1938. 


NOTICE is hereby given, in pursuance of section 235 of the Companies Act 
1938, that a General Meeting of the members of the above-named Institute will 
be held in the office of the liquidator, at 37 Queen-street, Melbourne, on Friday, 
the 19th day of February, 1954, at 5.15 o’clock in the afternoon for the pur- 
pose of having an account laid before them showing the manner in which the 
winding up has been conducted, and the property of the Institute disposed of, 
and of hearing any explanation that may be given by the liquidator. 


C. W. ANDERSEN, Liquidator. 





— 
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Budgets and Human Relations 


By W. J. BYRT, M.A., B.Com. A.AS.A. 


N recent years an increasing amount 
of attention has been given to prob- 
lems of human relations in industry. 
Management techniques have been ex- 
amined to ascertain their effects on 
employees and have been judged in the 
light of those effects. To give one ex- 
ample, much of the current literature 
on wage incentives is largely concerned 
with consideration of the reactions of 
employees to wage-incentive schemes 
and with means of “selling” such 
schemes to them. 


The effect of accounting techniques 
on human relations has now come under 
scrutiny. During 1952, a report* was 
published in America of a piece of re- 
search of great importance into prob- 
lems of human relations. The fore- 
word to the report contains the follow- 
ing statement :— 


“For many years managements have 
been developing techniques to help 
them plan and control the complex 
operations of the business corporation. 
Controllers (accountants) have played 
a large part in developing these tools— 
cost accounting, budgeting, special 
statistical studies and other techniques. 
Many of these tools have reached a 
state of considerable refinement. Some 
indeed have reached the ultimate state 
of dwelling within an electronic tube 
and emerging only to shake a 
mechanical finger at erring human 
beings. 

“In spite of all this unquestioned pro- 
gress, there is more and more evidence 
that making the tool is a far easier 
task than learning how to use it.” 


The recognition of the difficulties in- 
volved in using budgets resulted in the 
American Controllership Foundation 





*Argyris, Chris., “The Impact of Budgets on 
pe a Controllership Foundation, Inc., New 
¥ 1962, pp. 33. 
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conducting a study of “human factors 
in budgets” in collaboration with the 
School of Business and Public Adminis- 
tration at Cornell University. The 
purpose of the study was to examine 
problems and to raise questions con- 
cerning the human-relations effects of 
those budgets which evaluate depart- 
mental supervisors (production, waste 
and error budgets) on the supervisors. 


The study was carried out by inter- 
viewing budget officers and depart- 
mental supervisors in four plants, and 
resulted in the following conclusions :— 


(a) Budgets are a source of pressure. 


(b) Budget officers can obtain feelings 
of success only by finding fault 
with factory people. 


(c) Budgets tend to make factory 
supervisors see only the problems 
of their own departments. 


(d) Supervisors use budgets as a way 
of expressing their own patterns 
of leadership. 


Budgets as a Source of Pressure. 


Both budget officers and supervisors 
regarded budgets as a source of pres- 
sure. The former considered that bud- 
gets helped “keep people on the ball” 
by raising their goals and increasing 
their motivation. Supervisors con- 
sidered that top-management thought 
that most employees were basically lazy 
and did not have enough motivation of 
their own to do a good job. Therefore 
they had to be “needled” by such 
stimuli as budgets. Also, the super- 
visors interviewed in the study felt 
that budgets applied an ever-increasing 
pressure on them. As one said:— 


“If I meet this budget, those guys 
up there will only raise it. Or, you 
can’t let them know that you made the 
budget without too much trouble. If 
you do they’ll up it sure as hell.” 
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BUDGETS AND HUMAN RELATIONS — Continued 


Research has shown that people can 
stand a certain amount of pressure, but 
that after a certain point is passed it 
becomes intolerable to the individual. 
He seeks ways of reducing the pres- 
sure, the main method of doing so being 
by joining a group or groups which 
help to absorb much of the pressure. 


But the supervisor probably will not 
join a group against management. He 
will, at least partially, have identified 
himself with management, and he may 
be trying to obtain promotion. He 
cannot pass all the pressure he receives 
down to his subordinates as this will 
not enhance his status in the eyes of 
his superiors and may cause conflict 
and trouble amongst those under him: 


Evidence collected in this study sug- 
gests that there are at least three ways 
in which pressure is handled by super- 
visors :— 


(a) Interdepartmental _ strife. The 
supervisor tries to lay the blame 
for errors and problems on some 
other department. 


Staff versus factory strife. The 
supervisors blame budget officers, 
production-control people and sales- 
men for their problems. 


“Internalising” pressure — “bot- 
tling it up” and becoming either 
withdrawn, apathetic and _ indif- 
ferent or nervous and prone to 
ulcers or a nervous breakdown. 


Whichever of these ways of dealing 
with pressure is adopted the result will 
be lower efficiency in the plant. As far 
as the supervisor is concerned, constant 
tension leads to frustration, and a frus- 
trated person no longer operates as ef- 
fectively as he should. To make mat- 
ters worse, budgets are used with 
greatest force when times are bad, and 
the pressures created by then are 
added to the tension—creating factors 
associated with poor economic condi- 
tions in the community generally. 
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Success for Budget Officers and Failure 
for Supe 


Both budget officers and factory 
supervisors like to feel successful and 
receive praise from their superiors. 
The research people who carried out 
this study found that the success of 
the budget officers derives from finding 
errors, weaknesses and faults that exist 
in the plant and in singling out a 
“guilty party”—frequently a factory 
supervisor. 


Thus the successes of budget of- 
ficers result in feelings of failure among 
supervisors. What is the result of this 
feeling of failure among supervisors? 
Dr. Argyris, the author of the report, 
points out that people who fail lose 
interest in their work, lower standards 
of achievement, lose confidence, give up 
quickly, fear any new task, expect 
failure, escape by day dreaming, in- 
crease their difficulty in working with 
associates, and develop a tendency to be 
over-critical of others. 


Budget people realise that success for 
them means failure for others and tend 
to become defensive about their work. 
A serious gap is created between fac- 
tory and office staff. 


Department-Centred Supervisors. 


Budgets which measure the effective- 
ness of the supervisor continually em- 
phasise to him the importance of his 
department. He tends to develop a 
narrow viewpoint and thinks only of his 
department and not of the plant as a 
whole. He tries to pass the blame for 
errors on to some other department and 
inter-departmental conflict develops. 


Budgets as a Medium for Personality 
Expression. 


Dr. Argyris gives the following ex- 
amples of ways in which methods of 
using budgets illustrated the per- 
sonalities of the persons using them:— 

“TI go to the office and check that bud- 
get every day. I can then see how 
we’re meeting the budget. If it’s O.K., 
I don’t say anything. But, if it’s no 
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BUDGETS AND HUMAN RELATIONS — Continued 


good, then I come back here (smiles) 
and give the boys a little . . . Well, you 
know. I needle them a bit. I give 
them the old... h’m... well,... 
you know what .. . the old needle.” 


“T make it a policy to have close con- 
tact, human contact, with all the people 
in my department.” 


“If I see we’re not hitting the bud- 
get, I go out and tell them I have 
$40,000 on the order. 


“Well, they don’t know what that 
$40,000 means. They think it’s a lot 
of money so they get to work. 


“Human factor, that’s important. 
If you treat a human being like a 
human being, you can use them better 
and get more out of them. 


“You know it’s a funny thing. If I 
want my people to read my budget, I 
don’t shove it under their nose. I just 
lay it on my desk and leave it alone. 
They’! pick it up without a doubt.” 


Thus people use budgets as a way 
of expressing their own patterns of 
leadership. When these patterns re- 
sult in people getting hurt, the budget, 
in itself a neutral thing, often gets 
blamed. 


Suggestions for Action. 


The author of the report emphasises 
that the investigation carried out was 
only exploratory. He points out that 
more research remains to be done and 
should be directed at showing the inter- 
relationship of budget problems with 
the total social system of the plant. 
Budget problems do not exist in isola- 
tion. They may be caused by many 
factors other than financial ones. It 
is probable that they are merely 
symptomatic expressions of deeper, 
underlying problems that permeate the 
entire plant social system. Budgets 
may be the “scapegoats” or “safety 
valves” through which pent-up feelings 
can be expressed. However, at the in- 
vitation of the Controllership Founda- 
tion, the research group made some 
suggestions for further action. Aris- 
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ing from their ‘research they saw two 
great needs—to obtain the participation 
of supervisors in the budget process, 
and to provide budget officers with 
some training in human relations. 


Participation in the Budget Process. 


The idea that people in industry 
should participate in the formulation 
of policies which affect them is one 
which has been given a great deal of 
attention in recent years. It has been 
suggested that employees should par- 
ticipate in the introduction and opera- 
tion of wage-incentive schemes, in doing 
job-studies in operating suggestion 
schemes. The research group here 
suggests that supervisors should par- 
ticipate in the formulation of budgets. 
The members are, however, more realis- 
tic than are many of the advocates of 
participation in other fields. 


They realise that much so-called par- 
ticipation is pseudo-participation or 
“manipulation”. The ideal would be 
to get supervisors to accept budgets 
freely, but it may only be possible to 
get acceptance of certain budgets or 
of certain aspects of them. They 
stress the importance of bringing the 
supervisors together in small face-to- 
face groups to try to understand the 
feelings and attitudes of each towards 
the existing budget and to get him to 
adopt different feelings and attitudes 
towards the proposed one. This in- 
volves the following steps:— 

(a) Ascertaining his feelings, attitudes 
and values concerning the present 
budget system. 


Helping him to discuss these feel- 
ings, attitudes and values. 


(c) Helping him discuss and accept the 
new feelings, attitudes and values 
that will be attached to the new 
budget. 


(b) 


Training in Human Relations. 


The research group discovered that 
supervisors in the factories studied re- 
garded finance people as “figure-con- 
scious”, narrow-minded and _ rigid. 
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Compilation and Use of Standard Times 


By B. E. GRANT, President, N.Z. Institute of Cost Accountants 


N many industries, machine and 
labour times at standard rates form 
a major portion of cost and it is for this 
reason that the Cost Accountant, in 
using the standard times compiled by 
the Time Study Engineer, should know 
fully the method by which they are de- 
termined, their dependability and 
limitations. 

A definition of “Standard Time” is 
as follows:— 

“The time for performing an 
operation by an average skilled 
operator without undue fatigue or 
by a machine or by both, evaluated 
after careful analysis and scientific 
fact finding.” 

This definition is a collection of code 
terms and to understand its full mean- 
ing, it will be necessary to consider in 
a little detail the methods employed to 
compile standard times. 


Methods. 


The more usual methods of compila- 
tion of Standard Times for measuring 


operator performance are as follows:— 
1. Estimating on past performance. 
2. Time and Motion Study. 
8. Methods Time Measurement. 
‘4. Motion Time Standards with 
Work Factors. 


Estimating on Past Performance. 


Estimating standards on past per- 
formances is more or less self-explana- 
tory, times being set having regard to 
known past performances of one or 
more operators without, in most cases, 
a full motion study of the operation 
before a time is set. 

If used for a Bonus plan uneven 
times may be set due to the possible 
omission of correct rating and there is 
the chance of operators finding better 
methods for performing their own 
operation after the time has been set. 


Time Motion Study. 


Motion Study was developed by F. B. 
Gilbreth in 1885, when he first applied 
this technique to Bricklaying and he 





BUDGETS AND HUMAN RELATIONS — Concluded 


These charges are often levelled at ac- 
countants and the research team em- 
phasise the need for training them in 
dealing with problems of human rela- 
tions. 


They suggest that such training be 
given in the schools and supplemented 
by further training in individual 
organisations. It is impossible by 
means of a text book to teach people 
how to handle human-relations prob- 
lems. However, in view of the im- 
portance of the matter, accountancy 
institutes might include in their cur- 
ricula a subject embracing the study 
of such aspects of industrial psy- 
chology and personnel management as 
morale and motivation and group re- 
lationships. Training in human re- 
lations is already provided for execu- 
tives by some firms, and accountants 
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might be included among those to re- 
ceive such training. 


Conclusion. 


This is an important report and war- 
rants the attention of all accountants. 
Whether deservedly or not, they have 
acquired the popular reputation of 
being narrow, rigid and engrossed with 
figures to the exclusion of human prob- 
lems. It is important that attention 
should be focussed on the effects of 
accounting techniques on those who 
must use or be affected by them. It 
is equally important that consideration 
should be given to the need for train- 
ing accountants in handling problems of 
human relations. 

As is pointed out in the report, the 
research on which it is based was ex- 
ploratory only. Much more needs to 
be done, but this is a valuable pioneer- 
ing effort. 
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STANDARD TIMES — Continued 


became so successful in finding the 
“one best way’ ‘of doing work that he 
then turned to the manufacturing field. 
There he developed the techniques of 
micro-motion study. 

In Methods Study or Methods Engin- 
eering, each operation is reduced to the 
most fundamental elements and sub- 
jected to a close critical analysis—with 
the twofold object of firstly eliminating 
the unnecessary ones, and secondly, 
establishing the easiest and quickest 
method of performing the necessary 
ones. This is not to be accomplished at 
the expense of quality. 

Flow Process charts are used to make 
an over-all study of the operations used 
to manufacture a part. Symbols are 
used to designate the different elements 
of work, such as operation, inspection, 
transportation, storage, delay, etc. 

Four tests are then applied :— 

. Can the operation be eliminated? 

. Can it be combined with some 
other operation? 

. Can we use a better sequence of 
operation? 

. Can it be simplified? 

A detailed analysis is made of each 
operation covering such points as:— 

1. Are all operators on the same 
operation, using the same 
method? 

. Is the operator comfortable? 

. Can a fixture be used? 

. Are any semi-automatic tools ap- 
plicable? 

. Can we consider chutes or con- 
veyors? 

. Is the operator using both hands? 
If so, are the operations sy- 
metrical, both hands moving in 
opposite directions? 

After the present method has been 
analysed and synthesised, a new pro- 
cess chart is drawn up. It is important 
to solicit suggestions directly from 

f working on the operation, as be- 
sides obtaining worthwhile suggestions, 
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and worker’s ment to the change 
in the method, his work is carried out 
in a co-operative spirit. 

Each of these subjects cover such a 
vast field that I must now pass on to the 
next with only brief mention, or else 
lose the objective of covering in out- 
line the steps for the compilation of 
Standard Times. 


Time Study. 


Time studies were made originally 
in 1760 by M. R. Perronet, of France, 
in timing the manufacture of pins. 
However, these were overall studies and 
it was not until 1881 that Frederick 
W. Taylor made detailed time studies, 
in which operation time was sub- 
divided into small groups of motions 
or elements. 

To record time studies, a stop-watch 
is generally used on the continuous 
reading or snap back system. A study 
board holds the stop-watch and the 
time study sheet to enable entries to 
be made while watching the operation 
and times simultaneously. A Time 
Study Machine—Marsto Chron—is 
used for studies where times of shorter 
intervals than can be recorded on a 
stop-watch, are needed. A Marsto 
Chron tape recorder will be used to 
measure times of less than .01 minute. 

A Wink Counter, which resembles a 
speedometer, will record to .005 min- 
utes and it is easily observed. 

A Mechanical Time Recorder can be 
used for measuring lost time, a jagged 
line will be shown while a machine 
being tested is in motion and a straight 
line when the machine is stopped. The 
idle time is thus clearly apparent. No 
definite ruling can be given as to the 
length of any particular study as these 
must be considered the length of the 
cycle of operation. . 

With short cycles, many studies can 
be taken in one day, and as the times 
are all of such short duration, it is 
more accurate to take a considerable 
number of studies. Consideration 
must be given also to the importance of 
the operation, whether it is to be car- 
ried out for only a few weeks and not 
used again, or whether it is to be used 
continuously for a lengthy period. 
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STANDARD TIMES — Continued 


Average Performance. 


The question of the average perform- 
ance is of the greatest importance. 
What is a fair working pace? The 
answer to this question is, and always 
will be, asked for. It is for the time 
study engineer to see that Standard 
Times are set, if for the basis of a 
bonus plan on the performance of an 
average skilled worker. 

As operations will be performed by 
workers of various grades of skill and 
consistency, and as it is not always pos- 
sible to choose an average skilled 
operator for timing purposes, it is 
necessary to apply methods of levelling 
and rating to bring the studied time 
to that of average performance. 

Various methods are used, but the 
accuracy of this most important part 
of time study depends on the experi- 
ence and knowledge of the time study 
engineer. If average performance is 
considered at say, 60, and excellent per- 
formance at 80, then a time of 20 
minutes recorded for the operater rated 
as excellent would show a standard 


average time of 80 x 20 ~— 60 — 26.6 


minutes. With the correct use of rat- 
ing, the time of 26.6 minutes should 
be arrived at, no matter which operator 
is timed. Rating and levelling must 
take into consideration:—(1) Skill; (2) 
Effort; (3) Conditions of work, and (4) 
Consistency. 

The determination of the time re- 
quired by an average qualified and ex- 
perienced operator to do a standardised 
job at normal effort level, may exist 
only in the imagination of the time 
study engineer and the clarity of this 
image serves as a vague or accurate 
yard-stick. 

At an Industrial Conference in the 
United States, 100 time study engin- 
eers from different industries were 
tested on the simple operation of plac- 
ing a washer on a bolt. Conditions 
were standardised, each man was given 
samples of the parts and films of the 
operation were shown. Of the 100 
rates established, 62 were different. In 
no case did more than 3 time study 
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engineers agree on any one value, and 
the variations were up to 61%. In 
other words, taking the extreme cases 
a worker in one plant would be required 
to do 2,300 pieces, whereas, in another 
he would have to do 1,430 pieces to 
earn the same wage. 


Allowances. 


To the time arrived at for perform- 
ing an operation, rated to a normal or 
average skilled operator, certain allow- 
ances are added, such as:— 


Fatigue Allowance. Fatigue allow- 
ance will vary with the type of work 
and also the number of rest periods. 


Personal and Normal Delay Allow- 
ances. Personal and normal delay al- 
lowances will be set at a plusage which 
will cover the time required under nor- 
mal working conditions. 


Incentive Allowance. It is usual to 
include in the time arrived at, a per- 
centage plusage as an incentive allow- 
ance, to ensure greater success in a 
bonus plan. 

The above allowances are usually in- 
cluded in, and form part of, the stan- 
dard time. For a bonus scheme, these 
times are given to the workers as stan- 
dard times to remain unaltered, except 
where there is a change of method, in 
regard to any particular operation. 
The allowances included in the stan- 
dard times are only normal allowances, 
and in cases of lost time outside the 
operator’s control, through machine 
breakdowns, delays waiting for work, 
this idle time is allowed the operator 
in addition to the standard time. 


Summary. 

1. To compute the final standard 
time for an incentive plan, first 
obtain the average time from the 
observed times over a number of 
cycles. 

Adjust the average time by the 
levelling or rating factor to ob- 
tain the normal time for an aver- 
age skilled worker. 

. Make allowances for fatigue, it- 
evitable delays, necessary inter- 
ruptions and personal needs. 
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STANDARD TIMES — Continued 


4. If agreed, add an incentive allow- 
ance to make the time more at- 
tractive to the average, or 
slightly above average, worker. 

. Adjustment to be made for lost 
or idle time outside the control of 
the operator. 


Methods Time Measurement. 


Methods Time Measurement, or 
M.T.M., was first introduced into the 
United States, in 1948, by members of 
the Engineering Council of Pittsburgh. 
It was defined as, “A Procedure which 
analyses any manual operation into the 
basic motions required to perform it, 
and assigns to each motion, a pre-de- 
termined time standard which is deter- 
mined by the nature of the motion, and 
the conditions under which it is made.” 


This new tool of management has 
aroused a tremendous amount of con- 
troversy, and it has been accepted by 
many leading American firms, and also 
rejected by many leading time study 
experts. 

Maynard, Stegemerton and Schwab, 
of the Methods Engineering Council, 
over a number of years, with the use of 
film and other devices, arrived at times 
for these basic motions over a large 
cross-section of workers. The basic 
motions are briefly in 8 different 
groups. 

1. Reach—to move the hand to a 

location. 

. Move—to transport an object to 

a destination. 

. Grasp—to secure control with 

fingers or hand. 

. Position—to align or engage an 

object. 

. Turn—to turn the hand either 

empty or loaded. 

. Disengage—to break contact be- 

tween objects. 

- Release—to relinquish control or 

hand or fingers. 

- Body Motions—involve foot, leg 

and body movements. 


Under each of the 8 groups above, 
various time standards are set for 
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varying times for distances. . For in- 
stance, a reach to an object 14 inches 
away in a fixed location, would, from 
the time standard chart, show:— 
R14A 
=10.5 T.M.U. (Time Measurement 
Units) 
= .878 seconds. 


In reading the time charts, training 
is required to be able to recognise the 
correct motions, and to ensure that all 
of them are recorded. 


In breaking down jobs into the basic 
motions, each job should then be sub- 
ject to an automatic methods study, as 
the necessary operations will present 
themselves very clearly. 


No rating or levelling is required as 
in time study, as times are all pre-de- 
termined and any properly trained per- 
son using the M.T.M. charts should 
arrive at exactly the same time as 
another person using the same charts 
on the same operations. By this 
method, more confidence may be gained 
from the workers in that their time is 
made up by adding up times from a 
handbook instead of the use of a stop- 
watch and estimates for rating as in 
times study, for which the worker has 
his suspicions. 


If the validity of M.T.M. can be es- 
tablished the practice of time study 
will be possibly revolutionised and the 
stop-watch used only on_ special 
occasions on the Factory Floor. 


A limitation of M.T.M. is that it can 
be used only for manual operations and 
times for automatic or semi-automatic 
machines must be timed by time study 
methods, as so must other factors such 
as delay times. 


Motion Time Standards with Work 
Factors. 


The method of setting standard times 
by using motion time standards with 
work factors follows the Methods Time 
Measurement scheme except that in 
evaluating factory operations, the 
tables of standard times for the basic 
motions allow for work factors. 
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STANDARD TIMES — Continued 


This is irrespective of the body mem- 
ber used or the distance involved; the 
motion is measured in time, according 


1. Control. 

2. Weight or resistance. 

For the use of the motion timetable, 
each motion must be identified in terms 
of the following variables:— 

1. Body member used. 

2. Distance moved. 

3. Number of work factors. 

Work factors would have the follow- 
ing symbols. 

W = Weight or resistance. 

S = Directional control (steer). 
P =Care (precaution). 

U =Change direction. 

D = Definite stop. 


Example. 

A 10-inch arm motion, made by a 
male operator to carry a 10-pound 
weight from one location to another:— 

=A 10 W.W.D. 

= Arm motion 10 in. long with 2- 

weight work factors and one de- 
finite stop. 

= .0098 minutes or .558 seconds. 

Although the times set out on the 
standard time charts vary slightly from 
those used under the M.T.M. method, 
the advantages and limitations are the 
same as with M.T.M. 


What is in the Future? 


With the present diversity of opin- 
ions and controversy over the various 
methods of setting a time for a normal 
working pace, no claim can be made to 
the completeness of any one method 
and the tremendous field of setting 
workable time standards will, however, 
be expanded and refined beyond any- 
thing that we can imagine at present. 


Use of Standard Times. 


Briefly stated Standards Times may 
be used :— 

1. As a basis for standard costs. 

2. As a measuring rod to help re- 
duce costs. 

8. As a basis for wage incentives. 

4. As a basis for time estimates on 
future work. 


. For correcting plant lay-out. 

. To balance working force and 
available work. 

. To aid in purchasing new equip- 
ment. 

. To determine plant capacity. 

' vod basis for production plan- 

g. 

. As a basis for labour perform- 
ance reports. 

. Asa basis for balancing work on 
line or progressive assemblies. 

. In giving allowances for hold- 
ups and delays under an incen- 
tive plan, an analysis of these 
shows up the causes and extent 
of lost time. 


Grading. 


It is usual, after obtaining the time 
standards for normal effort, to apply 
different gradings to obtain a standard 
time for use for various objectives 
summarised above. For instance, in 
setting standards as a basis for stan- 
dard costs, times as set by the time 
study engineer for the average skilled 
operator may have to be varied to allow 
for the failure of certain operators to 
reach this average. They may also be 
varied to allow for idle and lost time 
which is outside the operator’s control, 
but which is a normal delay and should 
be covered in the standard cost and still 
be subject to strict control. Then 
again, in using standard times for pur- 
chasing new equipment, the e 
actual times should be considered as 
well as the standard times, as a varia- 
tion here, may mean a possible over- 
purchasing of plant. 


Conclusion. 


As I am unable to cover a fraction of 
the detail to be considered in connection 
with compilation and use of standard 
times, I must stress that we must con- 
sider all aspects, know the methods and 
procedures used for the compilation 
of our standards, introduce the neces- 
sary grading for corrective adjust 
ments for various uses, take nothing 
for granted, and seek out the facts 
wherever possible. 
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The Ratio Control Chart 


By T. H. SMITH, AAS.A. 


I—Introduction. 


The use of ratios is an accepted tool 
of accountants and it is quite common 
to describe the relation of one amount 
to another as a ratio. For example, 
if, say, Sales in one period were 
£10,000, and in another £12,000, the 
ratio of 1.2 shows the relation of the 
second amount to the former just as 
exactly as saying the latter amount is 
20% higher than the former. 


A feature of ratios is that they can 
be directly compared for control pur- 
poses whereas this is not always pos- 
sible with the absolute value. Let us 
assume that the Material Price varia- 
tion has an absolute value of £1,000 
Dr. in one period and £1,500 Dr. in a 
second period. Without knowing the 
base in each case we cannot say which 
period was relatively the worse. If, 
however, it had been stated that the 
ratio of actual prices to standard prices 
was 1,2 in the first period and 1.1 in 
the second period, it can immediately 
be seen that the second period was, in 
fact, an improvement on the first 
period and it is a very high material 
volume in the second period that gives 
a higher absolute amount. 


Another useful tool, but this time 
usually of the engineers, is the “con- 
trol chart”. This technique recognises 
the fact that minor differences do exist 
between supposedly identical products, 
and the degree of control possibly de- 
pends on the process: that is, close 
tolerances cannot be obtained from 
loose processes. The control chart 
focusses attention upon which aspect 
of control is important and when action 
should be taken. 


This “control chart” technique can 
be a very useful tool of accountants, 
and particularly those that have any- 
thing to do with control of manufac- 
turing costs. 
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How the ratios and control charts 
can be combined in practice to give 
very good control over manufacturing 
costs will be described in this article. 
II—(A) The basic ratios. 

Most companies now have some sys- 
tem of “standard” or “estimated” 
costs; if only to establish relative sell- 
ing prices. In addition, of course, 
manufacturing concerns use these stan- 
dards as a basis of control, whether 
through formal variation accounts or 
through supplementary reports. 

In these circumstances the main 
ratios used (and, in fact, the ones used 
in the company with which I am as- 
sociated) are:— 

(a) Material Price Ratio, being the 
ratio of actual material unit 
prices to standard unit prices. 
This is obtained by extending the 
material used at “actual’’* prices 
and at standard prices and divid- 
ing the former by the latter. (If 
M.P.V. is taken off at purchase 
woud than issue the ratio would 

e:— 
Material actual 
prices. 

Material purchased at standard 


prices. 
Material Quantity Ratio, being the 
ratio of the actual material issued 
at standard rates (the denomin- 
ator of the preceding ratio) to the 
standard value of the material in 
the finished output. 
It is a property of ratios that they 
can be multiplied. It is obvious 
that the standard value of material 
in the finished products x Ratio 
B x Ratio A=actual value of 
material used. 
Labour Hours Ratio, which is the 
ratio of actual hours worked to 
standard hours in finished pro- 
duct. 

Actual” prices are the OT Tat tape, 


valuing stock used whether 
average, or any other method. 


purchased at 
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THE RATIO CONTROL CHART — Continued 


(d) Labour Price Ratio, which is the 

ratio of actual wages paid to the 
actual hours worked at standard 
rates. 
It has been found that best stan- 
dard to use is the straight average 
determined by dividing the stan- 
dard labour cost of finished out- 
put by the standard hours in the 
same output. The result of using 
this standard rate is that if the 
wrong labour type (e.g., male in- 
stead of female) is used the dif- 
ference will be shown by the 
labour price ratio. 


Two further ratios are used, by 
the company with which I am as- 
sociated, to give expense control. 
These are:— 

Ratio of 

Budgetted Expense for the period 


Absorbed Expense in finished out- 
ut 





Pp 
and the Ratio of 
Actual Expense for the period 





Budgetted Expense for the period. 
These are needed for completeness 


but as they are “Cost” ratios 
rather than “Control” or “Plan- 
ning” ratios they will not be dis- 
cussed in this article. 


(B) Use of Ratios for Budgets. 


If standard costs are the basis of 
the budget (as is usual) the stan- 
dard must be adjusted to give the Bud- 
get figure for a particular period (say 
a month) within the budget. If wage 
rates are budgetted as_ increasing, 
then obviously the Labour Price Ratio 
in the early part of the budget will be 
lower than in the late part. 


Similarly, if new processes for exist- 
ing products are proposed for some 
date within the budget, it does not 
matter whether old process, new pro- 
cess or some other base is used for a 
standard; Labour Hours Ratio must 
be higher in the budget before the in- 
Someone of the new process, than 
after. 
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Standard Values. of Materials for 
budgetted production are shown and 
built up through the Material Quantity 
and Material Price Ratios to budgetted 
total costs. This is also done for 
Labour Costs through the Labour 
Hours and Labour Price Ratios. 

A comparison of ratios from month 
to month shows what improvements 
or worsening have been budgetted., 
(Naturally the budget officer or budget 
committee must be able to justify bud- 
getted changes in the ratios either up- 
wards or downwards.) This is thought 
to yield more information than just 
the bare amounts. 


(C) Grand Ratios. 


When the actual costs are available 
for the month (or whatever period is 
used) the actual ratios are calculated. 
They are shown in the “actual” column 
of the budget. The ratio of the ratios 
(i.e., the ratio of the actual ratio to the 
budgetted ratio) are then calculated 
and shown in the “Grand Ratio” 
column. From the grand ratios can 
immediately be seen the degree that 
labour and material usage were ineffici- 
ent compared with the budget (a labour 
inefficiency compared with standard 
had already been allowed in the budget 
by allowing a ratio of 1.10). 

Material Price and Labour Price 
Grand Ratios show that material 
prices were lower than budgetted (but 
still higher than standard) whilst 
labour rates were higher than bud- 
getted. 

It can be seen that whereas the basic 
ratios show the differences from “stan- 
dard” the grand ratios show the dif- 
ference from “budget”. 

It is at this stage that we re-intro- 
duce the concept of the Control Chart. 


III—(A) The Control Chart. 


For those unfamiliar with the con- 
trol chart the following brief discus- 
sion is given to illustrate its main 
features. 

If, say, 10,000 men were asked to cut 
a piece of timber three feet long and 
the cut pieces were measured and the 
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THE RATIO CONTROL CHART — Continued 


results recorded, the table would look 
something like the following :-— 
No. of 


Measured Length 
pieces 


Less than 35}” 10 
Between 35}” ae 
Between 354” 1360 
Between 353” 6820 
Between 36}” 1360 
Between 363” aa + ae 
Greater than 363” 10 
The difference between the required 
length and the recorded length can be 
attributed to:— 

1. Variations in accuracy between 
measuring instruments, either in 
the hands of the “cutter” or the 
“recorder”. 

. Ability to use measuring instru- 
ments differing between persons or 
misreading with instruments. 

. Ability of “cutters” to properly use 
cutting tools. 

It can be seen that if one additional 
man is asked to cut a piece 36” long, 
on the basis of the above figures, the 


chance of obtaining a piece 3532” to 
364” are 6820 or (as the statisticians 


10,000 
define it) a probability of .68 and the 
chance of obtaining a piece less than 
35)” is 10 or a probability of 


10,000 
001. If the results were plotted in a 
curve (from the frequency distribu- 
tion) it would look something like 
Figure 3. 


This is what is called the normal dis- 
tribution curve and as such it has 
many characteristics. 

One property of the curve is that 
68.2% of the total population be with- 
in one “standard deviation” either side 
of the mean or average value, 95.4% 
within two “standard deviations” 
either side of the mean and 99.8% 
within three “standard deviations” 
either side of the mean. 

It seems from our table ‘that one 
“standard deviation” equals }” and for 
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the present we will accept this figure 
without proof. 

Now assume that the “normal dis- 
tribution” curve with the 95.4% and 
99.8% lines is turned on its side and 
the lines extended. 

Now, suppose we continue asking 
men to cut pieces of timber and record 
the results horizontally by the points 
marked with a cross. It is likely that 
approx. one point in 20 will be outside 
the 4 §S.D. lines and 2 in 1,000 out- 
side the 6 S.D. lines. (Most engineers 
adopt 3.92 and 6.16 S.D. to get exactly 
1 in 20 and 1 in 1,000 limits.) 

If more than the stated number of 
points fall outside the lines it is likely 
that the process has become “out of 
control” in that some cause has upset 
normal expectation. 


It is on this scheme that the control 
chart is based, but the distribution 
curve is not usually shown. 

The control limits are based on the 
accuracy of the process in that the 
spread of the results establishes the 
limits. For example, assume that we 
have a further 10,000 pieces of timber 
cut but this time with a jig that ac- 
curately measures the length. It is 
likely that this time we will get figures 
something like the following :— 


Less than 35§” 

From 35§” to 352” 
From 352” to 35%" 
From 35%” to 364” 
From 35%” to 363” 


In this case the 4 standard devia- 
tion limits would be 353?” to 36}” and 
the 6 S.D. limits 35%” to 36%”. That is 
with greater control we now get 99.8% 
between 353” to 36%” whereas pre- 
viously we could only get 95% between 
354” and 363” and we now get 95.4% 
within the limits 353” to 36}” where 
previously we could only get 68%. 

The control chart therefore shows 
(a) the inherent variability of the 
process and (b) if the expected yield 
is being maintained. It saves unneces- 
sary chasing of variations but puts the 
emphasis where it is necessary. 
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(B) Adaptation to control of ratios. 


Imagine that we have 20 grand 
ratios (of the one type naturally). 
(Five is the minimum required to es- 
tablish limits) :— 


tS SS et et bt bt bt St et St St tt et 
MOBIONVBOOHOO DH SBYODOS: 
SRO SKS HAORSHASHASEES 


Let us plot + wi points with 
the points marked with a cross. 
next process is to establish con- 
trol limits. This is done by calculat- 
ing the Standard Deviation and mark- 
ing points 2 S.D. and 8 §8.D. either side 
of the average. This Standard Devia- 
tion can be calculated in two ways :— 


(i) The formal method. Square 
each figure and add (i.e., 1.02 x 1.02 
plus 1.04 x 1.04 plus.. ., etc.) 
== 21.56 to the nearest second decimal. 
Add the individual figures and square 
the total. Divide this total by the 
number of readings (—20), i.e., 
(20.74)? 480.15 

os == 21.51 to the near- 

20 20 est. 
Subtract this figure from the previous 
figure, divide the answer by the num- 
ber of readings and take the square 
root of the result, i.e., 


21.56 — 21.51 
20 


As the mean is 1.037 the “warning” 
limits (95%) are 1.137 and 0.987 and 








= 0.05. 
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r- Nacerged limits (99.8%) 1.187 and 


(ii) A “short cut’’ method which, 
while not as accurate as the formal 
method, is sufficiently close for al] 
practical purposes :— 

Add the peaks (i.e., those numbers 


i are higher than those on either 
si : 

Add the troughs (i.e., those numbers 
bn are lower than those on either 


Standard Deviation :— 
(Sum of Peaks — Sum of Troughs 8&8 
= 
4 number of reading 9 
M04 F101 120+ * are:— 
1.04+1 er re , 02+-1.10 


The troughs* a —_— 
1.02+0. rae we fr oa .98+0.99 


6.47—5.94 8 

Standard Deviation = AR date x— 
1 9 

== 0.047, which is sufficiently close to 
that calculated by the formal method. 


The inference from these control 
lines is that control of costs is such 
that we cannot expect grand ratios to 
be much closer than the limits shown, 
which are very wide. 


This immediately shows that some 
where we are lacking, either in our 
methods of budgetting or in the con- 
trol of actual costs, and immediately 
an investigation should be started to 
narrow the limits. The only way to 
narrow the limits is to get better con- 
trol so that the points plotted fall 
closer to the mean, and subsequent re- 
calculation of the Standard Deviation 
reduces its value. 


(C) Control Chart in use. 

In this case the Standard Deviation 
(by the short method) ‘is .017 and the 
mean 1.002, so that the control limits 
are 1.036 and .968 for inner limits and 
1.053 and .951 for outer limits. 








*To complete the oe peaks e, p 


necessary to visualize a circle, 
1.10 is a peak (higher than both 1 1.08 and 1083 
and 1.02 is a trough (lower than 1.10 and 1.04). 


The Auswalian Accountant, January, 1954 





— fF of OO eS 


-—-o.U@ es 


ono fo 


S$ BBE & 


ga 


Psés “s0| o 


THE RATIO CONTROL CHART — Continued 


Now assume that the next point 
plotted is .960. This point is out- 
side the inner limits (the “warn- 
ing” limits) and warns us to watch 
the chart for the next point. If 
this point returns inside the warning 
lines we assume that it was just a 
normal fluctuation, but if the point is 
still outside the warning lines, we 
decide that there has been some change 
in control, and start looking for the 
cause. It is just as important to find 
causes of good behaviour as for bad 
behaviour, as the causes for the former 
can probably be used for the company’s 
future benefit. 

If a point falls outside the “action” 
limits we start an investigation im- 
mediately, for a point should fall out- 
side either lines once in 1000 times and 
it is better not to assume that this is 
the 1000th time. 

It can be stated then that the pre- 
sence of two close points outside the 
inner limits, or one outside the outer 
limits, should be the signal for immedi- 
ate investigation. The benefits of the 
chart can be seen in that it:— 

Signals as soon as action is neces- 

sary. 

Withholds signalling until it is neces- 
sary, so that minor investigations 
are not needlessly carried out. 

Another chart used is the “range 
chart” which is adaptable to control 
the range between subsequent results. 
This chart will not be explained here 
but reference to any book of Statis- 
tical Methods or Quality Control 
Methods will explain it in detail. 

A study of the more elementary 
books in Statistical Methods such as 
“Facts from Figures”, a Pelican pub- 
lication, or the A.S.T.M. manual on 
Quality Control of Materials is recom- 
mended for all accountants associated 
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with the» control of manufacturing 
costs. 

Although the procedure outlined 
seems unwieldy and expensive for 
labour, I can assure the reader that it 
is not so. In the company with which 
I am associated, manufacturing up to 
150,000 products per month of 10 to 
15 different types, the whole procedure 
of calculating actual basic ratios, 
grand ratios and plotting on the charts 
of 24 different grand ratios (including 
departmental ratios) takes less than 2 
days per month for one male clerk. 
This leaves his time available for other 
duties, including intense investigation 
of causes when a point passes a “con- 
trol line’’. 

The control chart technique can be 
adapted for control of overhead costs 
just as easily as in direct costs and is 
well worth study by any of the profes- 
sion who are responsible for costs. 


XYZ CO. 
Manufacturing Cost Budget. 
January/June, 1953. 


Item January 
Budget 


£15,000 
1.00 


Material: 
Standard . .. .. «. 
Material Qty. Ratio .. 
Material Price Ratio 
Total Material . .. 
Labour: 
PE. «. 66. 00 =< 
Labour Hours Ratio . 
Labour Rate Ratio .. 
Total Labour .. 


1.03 
£15,450 
£10,000 

1.10 


0.92 
£10,120 


XYZ CO. 
Manufacturing Cost Budget. 


Item January 
Budget 
Material: 


Manes. ...:.<.:: »<-, ShCe 
Material Qty. Ratio 1.00 
Material Price Ratio 1.03 
Total Material £15,450 
£10,000 


Labour: 
ear 
Labour Hours Ratio 1.10 
Labour Price Ratio 0.92 
Total Labour . £10,120 


Grand 


Actual Ratios 


£16,000 
1.01 
1,02 
£16,480 
£9,500 
1.20 


0.98 
£11,170 





Book Reviews 


The Business Doctor: Walter Pinner; 
Sir Isaac Pitman & Sons Ltd., Lon- 
don, 1952; Pp. xii + 177; Price, 27/-. 


SING the medical analogy through- 

out, this book is concerned with 
the symptoms of ill-health in business, 
with the principal causes of mortality 
or paralysis in smal] businesses and 
with curative remedies. It is divided 
into four parts. Part I describes, in 
9 chapters, the various advisory ser- 
vices which are available to business 
proprietors. Part II (one chapter) 
deals with Financial Tightness: A 
Symptom of Ill-health and the Danger 
of Symptomatic Treatment. Part III 
(6 chapters) lists and briefly discusses 
the Principal Causes of Business Diffi- 
culties, Losses, and Failures. 


Part IV (one chapter) considers a 
variety of difficulties which affect a 
whole trade, such as trade decline, un- 
fair competition and foreign dumping. 
Appendices are devoted to definitions of 
professional terms, an “excursion” into 
“trade” terminology, membership fees 
of Trade Associations in U.K., and a 
description of credit insurance and ex- 
port credits guarantee. 


In Part I, after reviewing the nature 
of the services rendered to industry by 
the practising accountant and the cost 
consultant, the solicitor, the bank 
manager, the technical consultant, the 
management consultant, and trade or- 
ganisations and associations in U.K., 
the author proceeds to describe the 
essential specialist services which 
could be given by the commercial con- 
sultant, whom he describes as “the 
missing link’. 


Several examples are given of busi- 
ness difficulties which have been over- 
come through the advice of a com- 
mercial consultant, who has been able 
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to give assistance of a kind which is 
not normally given by any other of the 
specialist advisers. The examples are 
interesting and show the value of ex- 
pert advice on many varied aspects of 
business management. But it may well 
be questioned whether any of the 
examples prove the need for a separate 
commercial counsellor distinct from 
the public accountant, the cost con- 
sultant, the technical adviser or the 
sales consultant. 


In particular, Pinner takes a limited 
view of the present responsibilities and 
interests of the public accountant, 
“It is,” he says, “comparatively rare 
for a practising accountant to be asked 
by his client for advice in matters of 
business management. It is equally 
rare for a practising accountant to use 
his own initiative and to offer his client 
an interpretation of the accounts which 
he keeps in safe custody for many 
years ... As a rule the practising ac- 
countant is satisfied with his part as 
the auditor and controller of business 
accounts.” 


Whatever the position may be in 
U.K., such a statement will come as a 
shock to most practising accountants in 
Australia. It would be interesting to 
have an analysis of the time spent by 
public accountants in this country on 
various kinds of accounting work. 
Certain it is that the proportion of 
total time which is spent on analysis 
of business results and on advising 
clients on business problems would 
surprise Dr. Pinner. 


It is even more of a shock to be told 
that “The auditor draws up the ac- 
counts in accordance with the transac- 
tions shown in the books of the busi- 
ness. He may find and correct clerical 
errors, but he does not want to be held 
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responsible for transactions which are 
not recorded. Under-the-counter sales, 
post- or ante-dating of invoices or 
whatever method deliberate profit ad- 
justment may use, are outside his 
province”. Heaven forbid that that 
should be accepted as a fair description 
of present standards of professional 
conduct, especially by the Taxation 
Commissioner ! 


The discussion of financial tightness 
as a symptom of business ill-health and 
of methods of removing underlying 
causes, and the examination of prin- 
cipal causes of business difficulties are 
much more satisfying. The principal 
cause of difficulties which are discussed 
include faulty starts, financial over- 
trading, defects of internal organiza- 
tion, bad debts, costing errors, and the 
temptation to seek large sales volume 
at all costs. These sections of the book 
are full of apt illustrations and wise 
suggestions. 


In spite of the author’s scant respect 
for the accountant as a business ad- 
viser (though he expresses great re- 
spect for him as a “pure’”’ accountant), 
it is unlikely that accountants will 
find in the book many problems with 
which they are not already familiar or 
remedies which they have not applied 
in their time. 


Nevertheless, it is a useful little 
volume, particularly for the small or 
young business, often operated by able 
technicians whose knowledge of busi- 
ness is limited and who are inex- 
perienced in recognising symptoms of 
disorder, in diagnosing causes, and in 
prescribing and applying remedies. To 
such men the book offers valuable ad- 
vice on many aspects or suggests ways 
in which the advice which is needed 
may be had. It would be a pity, how- 
ever, if it encouraged the belief that 
good managerial advice is not readily 
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available from the accounting profes- 
sion, 
AA.F. 


The Law Relating to Stamp, Death, 
Estate and Gift Duties: R. C. Smith; 
The Law Book Co. of Australasia 
Pty. Ltd.; Pp. 459 xx; Price, £3/10/-. 
N this, the third, edition of this book 

(which has been made necessary 
rather earlier than had been expected 
by the Stamp Duties Amendment Act, 

1952 (N.S.W.)) the author has taken 

the opportunity to note the considerable 

number of English and Australian de- 
cisions given over the last few years, 
and to bring up to date the annotations 
relating to Federal Estate and Gift 

Duty, and to (N.S.W.) Stamp and 

Death Duty. 

The author has set out the text of 
the Stamp Duties Act, 1920-1952 
(N.S.W.) and the regulations relating 
thereto, the Companies (Death Duties) 
Act 1901-1944 (N.S.W.) and regula- 
tions thereunder, the Probate Duties 
War Exemption Act, 1915 (N.S.W.) 
the Estate Duty Assessment Act, 1914- 
1950 (Federal) and the Estate Duty 
Regulations, and the Gift Duty Assess- 
ment Act, 1914-1950 (Federal) and 
Gift Duty Regulations—in that order 
—together with comprehensive annota- 
tions and references, where appro- 
priate, to the relevant cases. 

A book such as this possesses a num- 
ber of virtues, not the least of which 
is that it brings together in one con- 
veniently sized volume a number of 
statutes (embodying the numerous 
amendments thereto) and regulations 
made pursuant to them, which are 
otherwise to be found spread over 
several publications. 

The annotations go much further 
than a mere system of cross-reference 
—in many instances they explain the 
section in question, with references to 
the principal decisions bearing upon 
that point. This is particularly so in 
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the case of the sections introduced into 
the Stamp Duties Act (N.S.W.) by the 
Stamp Duties Amendment Act, 1952, 
which imposes death duty on a basis 
similar to that adapted in the English 
Finance Acts from 1894 onwards. This 
basis is rather different from that 
underlying other Australian Legisla- 
tion, with the result that many of the 
earlier authorities may not now be en- 
tirely applicable. The author, in his 
annotations to these sections, is very 
careful to stress this possibility. 


A little over half of the book is de- 
voted to New South Wales, but this 
does not mean that it is only that part 
of the book dealing with the Federal 
Legislation which is of general interest. 
Not only do several sections of the New 
South Wales legislation have an effect 
on persons domiciled elsewhere than in 
that State (making it necessary for, 
say, Victorian practitioners to have 
some knowledge of these provisions), 
but throughout the book are to be found 
cross references in the notes to those 
sections of the Victorian Stamps Act, 
Administration and Probate Act, and 
the Administration and Probate 
(Estates) Act which are similar to the 
corresponding provisions in the N.S.W. 
Stamp Duties Act. 


This feature, together with a com- 
parative table showing the correspond- 
ing sections of the New South Wales 
and Victorian legislation, will further 
enhance the value of the book to Vic- 
torian members of the legal and ac- 
countancy professions. 

With the increasing spate of legis- 
lation which affects the practice of 
accountancy, the public accountant 
must find it more and more difficult to 
keep “up-to-date”. A book such as this 
should go a long way towards easing 
his burden, because it not only con- 
tains the information which he may 
need, but by means of a very full index 
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it enables him quite readily to find the 
part of the book giving it. All in all, 
it is a very worthwhile addition to the 
practitioner’s library, both from the 
point of view of its content and its 
appearance. 

L. C. VOUMARD. 
School of Accountancy, 
Melbourne Technical College. 


The Law Relating to Bills of Exchange 
in Australia: B. B. Riley; The Law 
Book Co. of Australasia Pty. Ltd; 
1953; Pp. 303, xx; Price, 50/. 

HIS book is “offered to the legal and 

banking professions as a successor 

to the similar book by the late F. A. 

A. Russell, K.C., and the late Judge 

D. S. Edwards’, and no further recom- 

mendation should be needed beyond 

saying that it is a very worthy succes- 
sor to “Russell & Edwards”. Perhaps 

one’s only regret is the lapse of 25 

years between the last edition of 

“Russell & Edwards” and Mr. Riley’s 

book. 

It is necessary before studying the 
Bills of Exchange Act, to have an 
understanding of the quality of 
negotiability attached to certain in- 
struments, and the first 12 pages of 
this book deal with this quality. It is 
a most useful introduction, considering 
first the question of choses in action 
and their assignment, and then pro- 
ceeding to a discussion as to the assign- 
ment of the choses in action that arise 
from negotiable instruments, in which 
he points out the expedients adopted by 
merchants to circumvent the difficulties 
inherent in a true assignment. 

Mr. Riley then suggests the out- 
standing characteristics of a negotiable 
instrument to be— 

(a) The instrument must be cus- 
tomarily transferable by de- 
livery ; 

(b) The holder pro tempore must be 
able to sue upon the instrument 
in his own name; 
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(c) The consequence that follows if 
an instrument fulfils those two 
requirements—i.e., that the bona 
fide holder for value takes “free 
from equities” ; 

and points out that “when to these are 
added the two further considerations 

(d) that consideration is presumed ; 

(e) that notice to the original debtor 
is immaterial; 

the differences between negotiation and 
assignment are realised”’. 

An understandiag of these points 
paves the way (after a brief discussion 
of the codification of the law relating 
to bills of exchange, and a note on the 
Bills of Exchange Act and State Laws) 
for a study of the Bills of Exchange 
Act itself. This is dealt with section 
by section, each being the subject of 
very full and careful annotations. For 
instance, the definitions in section four 
of “Banker,” “Holder,” and “Indorse- 
ment” are explained in considerable 
detail—detail which is warranted by 
the need to bear in mind the precise 
meaning given particularly to the two 
latter terms. And this careful atten- 
tion to detail is shown throughout the 
book, with the relevant authorities for 
many statements listed at the foot of 
the page, rather than interspersed 
throughout the text—a feature which 
makes for easier reading of the anno- 
tations. 

The book is well presented, attrac- 
tively bound, and contains a compre- 
hensive index. It constitutes a very 
valuable and authoritative guide to an 
important part of the law, and 
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although, as the author’s preface sug- 
gests, it is intended primarily for the 
legal and banking professions, its value 
is not restricted only to those profes- 
sions. Any one whose profession de- 
mands of him a knowledge of negotiable 
instruments will find this book 
exceptionally useful. 


L. C. VOUMARD. 


Model Answers to Yorston, Smyth & 

Brown’s Accounting Fundamentals: 

H. S. Crocker; The Law Book Co. of 

Australasia Pty. Ltd., 1953; Sydney, 

April, 1953; Pp. 273; Price, 63/-. 

HIS set of answers to all problems 

contained in Yorston, Smyth & 
Brown’s popular Australian text for 
junior students has been prepared only 
for use by teachers. The answers are 
arranged in the order in which the 
problems appear in the text; methods 
used in the answers follow the methods 
advocated in the text; in some cases 
where questions require a narrative 
answer, reference to specific paragraphs 
in the text has been deemed sufficient; 
and in cases where alternative inter- 
pretations are possible, notes are in- 
cluded explaining the particular treat- 
ment used in the answer. 

The book will be very useful in many 
ways to teachers who use the text in 
their instruction: besides saving them 
countless hours of tedious preparation 
it will be a strong reinforcement to the 
efforts made in the text to promote 
improvement and greater certainty in 
methods of working problems and 
presenting solutions. 

A.A.F. 





News and Notes 


AUSTRALIAN SOCIETY OF 
ACCOUNTANTS 


Convention 

Arrangements for the convention of mem- 
bers, announced in the June, 1953, issue, are 
now well advanced. It will be held in Ade- 
laide from May 31 to June 4 of this year. 
There will be a number of technical sessions, 
at which current developments in account- 
ancy will be reviewed and discussed. Social 
functions and sporting events will enable 
members to meet socially, In the expecta- 
tion of a good attendance of interstate mem- 
bers, accommodation has been reserved in ad- 
vance at several hotels. 

Leading members of the Society from all 
States are being invited to present papers or 
to contribute to the discussion. Most of the 
members approached have agreed to take 
part, so that important contributions are 


assured. 
The topics to be discussed at the technical 
sessions are as follow:— 
(a) Accounting and the public accounts; 
(b) Accounting requirements in Companies 


cts; 
(c) Cavital for private enterprise under 
existing economic conditions; 
(d) Application of cost accounting to fields of 
distribution and administration. 

The technical programme will include also 
the Research Lecture on Accounting in the 
University of Adelaide on “Capital Structure 
of Australian Companies” and the presenta- 
tion of a documentary film on “Contribution 
of Accounting to Management Controls.” 

The convention will be a fittine demonstra- 
tion of the strength of the Society recently 
established for the purpose of consolidating 
the organisation of the accountancy profes- 
sion in this country. It will occur in the year 
of the first visit of a reigning Monarch to 
this country, when many organisations will be 
holding special functions. It is expected that 
loca] members will set aside the necessary 
time to attend the technical sessions and 
social functions. It is known that a warm 
welcome awaits interstate members. So, if 
you are taking a holiday next year, make it 
Adelaide in June and plan to profit from the 
convention as well as to enjoy a visit to an- 
other State. The State Registrar, Mr. J. 
Rolfe Sabine, wiil be glad of early notice of 
any accommodation required, and will make 
the necessary reservations. 


Association of Certified and Corporate 
Accountants (Eng.) 

Reciprocal Arrangement with the Society 

In the June, 1953, issue of “The Australian 
Accountant” members were informed that re- 
ciproca] arrangements between the Associa- 
tion and the Society regarding the admission 
of members had been entered into along the 
lines of those existing with former Institutes. 
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A member of the Society, who becomes 
permanently resident in the British Isles and 
would like to seek membership in the Asso- 
ciation, must satisfy the Council of the Asso- 
ciation— 
(a) that he is of good character and good 
standing with the Australian Society; 
(b) that he is, and has been for not less than 
one year, a. fellow or associate of the 
Australian Society; and 

(c) that at the time of his application he is 
resident (other than in a temporary 
sense) within the British Isles. 


VICTORIAN DIVISION 


Christmas Luncheon Meeting 


The Christmas luncheon meeting was an 
outstanding success. Four hundred and 
seventy members attended to hear Mr. Ian 
Johnson, captain of the Victorian Cricket 
Eleven and former Test All-rounder, deliver 
a delightful address on “The 1953 Test 
Series.” Mr. Johnson’s address was _ illus- 
trated with anecdotes concerning individual 
players in international cricket and contained 
several amusing incidents of his experience. 
Members were afforded an opportunity of ex- 
changing seasonal greetings over a glass of 
sherry prior to the luncheon. 

At the conclusion of the address, the State 
President, Mr. L. H. Dillon, moved a vote af 
thanks to Mr. Johnson, which was _ carried 
with sustained acclamation. 


First Annua] Meeting 

Members are notified that the first Annual 
Meeting of the Division will be held in the 
Royale Ballroom on Monday, March 15, 1954, 
commencing at 7.45 p.m. A social evening, 
for which an attractive toast list and items of 
harmony are being arranged, will follow the 
formalities of the Annual Meeting. Although 
each member of the Division will be circular- 
ised later concerning this meeting, it is re- 
quested that the date be noted and reserved. 


A Game of Bowls 

Several requests have been received from 
members of the Victorian Division suggesting 
that consideration be given to arranging 4 
bowls afternoon or evening. The requests 
have been prompted by the success of the 
recent golf day. Will members who are In- 
terested contact the State Registrar before 
the end of January 1954 and indicate whether 
they could take part in an afternoon or even- 
ing game? If sufficient interest is shown, 
arrangements will be made with a Bowling 
Club and members will be notified accord- 
ingly. 

Secretarial Practice Group 

This Group is still functioning strongly, 

meeting on alternate Wednesdays at 5.40 p.m. 
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NEWS AND NOTES — Continued 


in the Society’s Library. The programme for 

the next four Discussion Nights is: 

Feb. 3: Minutes—W. Oakey. 

Feb. 17: Long Service Leave—Mr. McDonald, 
Victorian Chamber of Manufactures. 

Mar. 3: Some aspects of Interna) Auditing— 
i. B. Tate. 

Mar. 17: The Audit of Unit Trusts—J. Wal- 

lace Ross. 

A warm invitation is extended to you to 

attend these interesting talks. 


Personal 


Messrs. Butler, Richards & Co., Public Ac- 
countants, announce that Mr. J. P. Fanning 
has been admitted into the partnership. In 
future, the partnership will carried - 
under the name of Butler, Fanning & Co., 

64 Nicholson Street, Footscray. 


Vale Mr. H. P. Ogilvie 


Mr. H. P. Ogilvie, who died suddenly last 
9 was prominently identified with the 
development of the accountancy profession 
over a great number of years. Admitted to 
membership of the Incorporated Institute of 
Accountants—Victoria in 1909, he was elected 
to the Council in 1918. 

He contributed materiaHy to the develop- 
ment of the Institute into a Commonwealth- 
wide body in 1923, and was Australian Pre- 
sident in 1926 and 1935. He was a Vice- 
President of the Australasian Congress on 
Accounting in 1936. He will be remembered 
particularly for his work im connection with 
the Commonwealth Institute’s examinations. 

As a member of the board from 1922 to 
1952 and as chairman from 1942 he brought 
to the task of examining a great interest in 
and sympathetic consideration of the efforts 
of students to qualify as accountants. He 


was a member of the Committee of the Stu- 
dents’ Society for many years and one of its 
early Presidents. 

Mr. Ogilvie served on numerous other com- 
mittees of the Institute and in recognition of 
his outstanding services to the profession 
throughout Australia he was elected a Life 
Member in 1938. At the time of his death 
he was a member of the Victorian Council 
of the newly-formed Australian Society of 
Accountants. 


NEW SOUTH WALES DIVISION 
Christmas Luncheon 

On Wednesday, December 9, more than 450 
members and guests attended the Christmas 
Luncheon at the Trocadero. In the absence 
from Sydney of the State President, the 
chair was occupied by the Vice-President, Mr. 
E. A. Cupit. 

The guest speaker was Mr. Keith Miller, 
the well-known International Test cricketer, 
who spoke of the personalities he has met and 
the outstanding incidents he has experienced 
during the Test series in 1948 and 1953. 

The Chairman was pleased to extend a 
very cordial weleome to the Vice-Captain of 
the Test Team, Mr. Arthur Morris, who was 
also present. 

Several] delightful solos were rendered by 
Mr. Alan Ferris, the well-known tenor of the 
stage and radio. Light incidental music was 
rendered at intervals by an instrumental trio 
from the Trocadero Orchestra. 

A vote of thanks to the guest speaker and 
the artists, La by a Member of the 
Division Counci A. E. Dent, was car- 
ried enthusiastically by acclamation. 

response from members of the Divi- 
sion was most gratifying to the Divisional 
Council, and it was a most delightful func- 
tion with which to conclude the first year of 
the new Society. 





ANNUAL DIVINE SERVICES 
ACCOUNTANCY AND SECRETARIAL PROFESSIONS — SYDNEY 


The first Annual Combined Divine Services of the Accountancy and Secre- 
tarial professions in New South Wales will be held in 


ST. ANDREW’S CATHEDRAL 


and 


ST. MARY’S CATHEDRAL 


at 5.30 p.m. on February 9, 1954. 


It is fitting that these Church Services will take place in commemoration 
and thanksgiving for Divine protection and safe passage of Her Majesty Queen 


Elizabeth 


upon the occasion of her first visit as a reigning Monarch to her loyal 


subjects in the Dominions and Dependencies of the British Crown. 
The Councils of the co-operating Institutes invite all members of the 


profession and their relatives and f 


to be present for this single purpose 


of paying homage and thanksgiving in our respective places of worship. 
The congregation is asked to take their seats ten minutes before the 


commencement of the Service. 
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Personal 
Notification has been received from Mr. 
Norman B. Bersten, A.A.S.A., that he has 
commenced practice at the Grand United 
Building, 149 Castlereagh Street, Sydney. 


QUEENSLAND DIVISION 
Rockhampton Branch 


To mark the establishment of a Branch of 
the Society in Rockhampton a meeting of 
members was held in Red Cross Chambers on 
Friday, December 4, 1953, at 8 p.m. Mr. 
M, A. South, the Branch Chairman, presided 
over a gathering of 54 members and students 
and welcomed to the meeting the State Pre- 
sident, Mr. J. England, and the State Re- 
gistrar. 

Mr. England, in addressing members, traced 
briefly the history of the amalgamation and 
the steps taken to bring it to a successful 
conclusion. He paid tribute to the work, 
over many years, of senior Councillors of each 
of the amalgamating Institutes, who pion- 
eered the amalgamation. He also informed 
members of the Branch of the Society’s aims 
and objectives and outlined steps by which 
they could assist within the Branch to fur- 
ther these aims. 

The Branch Chairman then called on the 
State Registrar to give an outline of the 
Society’s student activities and examination 
arrangements, as well as to outline the ex- 
pendent services the Society could offer mem- 
ers. 

The State Registrar also advised ways and 
means by which the post-graduate education 
of members could be catered for within the 
Branch, and spoke of the type of activity the 
Branch could arrange through its own mem- 
bers in addition to those arranged with the 
assistance of the Divisional Council. 

Personal 

Mr. K. A. Allen, A.A.S.A., has resigned as 
Secretary of United Metal Industries Ltd. and 
U.M.I. Sales Ltd., as from January 3, 1954, 
to take up the appointment of Secretary to 
A. Sargeant & Co. Pty. Ltd. 


WESTERN AUSTRALIAN DIVISION 
Personal 

Mr. R. J. Bond, A.A.S.A., A.C.LS., has been 
recently appointed to Undersecretaryship of 
Public Works Department. 

Mr. B. J. Clarkson, A.A.S.A., has been re- 
cently appointed to Undersecretaryship of 
Metropolitan Water Supply Sewerage and 
Drainage Department. 


COMMONWEALTH ACCOUNTANTS 
STUDENTS’ SOCIETY 
Victorian Division 

The Council of the Students’ Society is now 
planning the syllabus of lectures for the first 
six months of 1954. Copies of the syllabus 
will be sent to all members during January, 
and it is hoped that the first meeting will be 
held on February 19. 
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GENERAL COUNCIL 

The President of the Institute, Mr. A. D, 
Richmond, extends to all members on behalf 
of himself and General Council the heartiest 
good wishes for a very Happy New Year, 
1954 has every prospect of being an out. 
standing year, with the Royal Visit and the 
general impetus to trade and commerce. In 
addition, Cost Accountants will be called upon 
to play an even greater part in the solution of 
national and business problems. 


VICTORIAN DIVISION 

In our last issue mention was made of three 
special Lecture Series being conducted by the 
Victorian Division on the general subject of 
“Australia’s Cost Crisis.” The first lecture 
given by Mr. C. D..Kemp was reviewed and 
mention is now made of the two succeeding 
lectures, one on primary costs and the con- 
cluding lecture on secon industry. 

In his lecture entitled “Our Costs of Pri- 
mary Production” Professor S. M. Wadham, 
Professor of Agriculture, Melbourne Univer- 
sity, explained the reason why agricultural 
costs had trebled over the past 10 or 15 years. 
As a basis, he referred to the excellent sur- 
veys which were conducted just before the 
last war, on wheat and wool. These were 
nation-wide surveys and presented some most 
interesting comparisons. Since that time 


labour and equi ~ oe costs and other factors 


had almost treb 

Professor Wadham made particular refer- 
ence to the large amount of capital needed to- 
day to operate an efficient farm, and he made 
the claim that the “holiday farmer” peasant 
type would not succeed in solving primary 
problems. 

The concluding lecture was given by Mr. 
Gerald Packer, Vice-Chairman Trans-Aus- 
tralian Airlines, and director of a number of 
large companies. Mr. Packer proceeded to 
reply to many criticisms of secondary indus- 
try provided by economists, politicians and 
the general public. He then set out to make 
a plea for Australia in general and secondary 
industry in particular to discontinue to de 
preciate its efforts. 

Mr. Packer made a plea for extra produe- 
tion, but stated that this could only come 
about by increasing mechanization, more 
horsepower, and altered outlook by Australian 
workers. 


1954 Activities 

The Council desires to refer members to 
the activities set down for the first half of 
1954, shown on the membership brochure. The 
first of these functions will be a lecture on 
“Aids to Cost Accountancy,” being organ 
for February. Members who have exp 
interest in this item will receive invitations. 

The next function will be the Annual Gen- 
eral Meeting, to be held on March 22 at the 
Victoria Palace. 


The Australian Accountant, January, 1954 





85 FS5RGentF SERss FRRSSSEseT SFeg oes 


Bs 


as 


8° 2eee 


Nn 
= 


€nd Pages 


by 
Angus = EE 


THE GREGORIAN CALENDAR. 


The following letter has been re- 
ceived from Mr. “Alexander York” of 


Perth :— 


“Dear ‘Angus Lancaster’, 

“Tl read with the usual gusto your 
particular (if not ‘peculiar’) section 
of the October number of the ‘Aus- 
tralian Accountant’ and add my meas- 
ure of loyal support to your plea for 
decimal currency. Are you not afraid, 
however, that if the basis of finance 
should be thus simplified many of our 
respected profession would find them- 
selves out of a job? 

“I am surprised, if not actually 
pained, that a taxophilist of your dimen- 
sions should, in your references to the 
calendar, have omitted to mention the 
connection between the adoption of the 
Gregorian calendar and the English 
fiscal year. 

“Until 1752, the English official year 
ended on March 25, but when the re- 
formed calendar was adopted, the com- 
mencing date of the year was officially 
altered to January 1. The taxing 
authorities, however, with the com- 
mendable astuteness which persists to 
the present day, realised that through 
the alteration the 25th day of March, 
1753, would mark the close of a finan- 
cial year having only 354 days, thus 
diminishing the length of that par- 
ticular income year by 8.01387 per cent. 
(correct me if I’m wrong). 

“Income tax in those golden days 
had not quite reached its present level, 
but, nevertheless, the authorities were 
not prepared to lose even one penny- 
weight of their pound of flesh, and 
they said, in effect, ‘Let it be known 
that the tax-gatherers’ year consists 
of no less than 8365 days and more 


The Australian Accountant, January, 1954 


when possible. The financial year on 
this occasion shall end on April 5, 
1753, and thereafter on that date until 
the calendar shall again be altered. 
We have spoken.’ And it was so. 

“And that, dear children, is why, in 
its own inimitable style, the British 
public submit tamely and without re- 
proach to a financial year which ends, 
without rhyme or reason, on April 5. 

“By the way, who is this chap, 
‘Blythe’, whose spirits you commend 
so highly? I seem to recall one, Noel 
Coward, who referred to a ‘Blithe 
Spirit’. Is he related? 

“Kind regards, 
“Yours sincerely, 


Alexander York”. 


I do not believe that a simplified cur- 
rency would throw any bookkeeper out 
of a job. History has proved that 
better methods of production have de- 
creased costs and consequent lower 
prices have increased demand. That 
was the story of the industrial revolu- 
tion. The tragedy was that this great 
moment was not accompanied by 
humanitarian laws. 

My first acquaintance with the story 
of the industrial revolution took place 
54 years ago. An early Royal Reader 
contained the story of the inventor, 
Richard Arkright. He began his work- 
ing life as a barber working in a base- 
ment. He had a notice outside his 
shop: “Come to the gubterranean 
barber. He shaves you for a penny”. 

As a little boy, I loved big words. 
Now, I find my grandson with the same 
addiction. Then the thrill of the first 
geography lesson, when we were told 
of a still bigger word—the Mediter- 
ranean Sea. But my very first big 
word was learnt in my uncle’s garden 
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when he taught me to spell “Chrysan- 
themum”. What a word! So big; so 
pompous; so easy to spell. I can say, 
with truth, that I spent the first half 
of my life in acquiring big words and 
the second half in ditching them. 

Our Yorkist correspondent is correct 
in his most interestingly told account 
of how the English fiscal year came to 
end on such a crazy date as April 5. 
It never occurred to me to include a 
note on the subject. First of all, I 
rather dislike introducing taxation into 
this section of the journal. There are 
two Grub Street hacks who attend to 
this nauseating subject. 

There is another more important 
reason for not mentioning the subject. 
Section 18 of the Income Tax Assess- 
ment Act provides that any person 
may, with the leave of the Commis- 
sioner, adopt an accounting period 
being the twelve months ending on 
some date. If a taxpayer wishes to 
alter his income year so that it shall 
end on, say, September 30, the Com- 
missioner, if he agrees to the change, 
will, in respect of the year of change, 
assess tax on 15 months’ income, e.g., 
the period beginning July 1, 1953, and 
ending September 30, 1954. 

Assume, however, that the taxpayer 
wishes to alter his income year so as 
to end on a date which falls earlier 
than June 30. For example, he wishes 
the current accounting period to end on 
April 30 so that the transitional period 
will begin on July 1, 1953, and end on 
April 30, 1954. In these circum- 
stances, the Commissioner, if he agrees 
to the change, will levy tax on a nota- 


tional full year’s taxable income ¢ 


culated.as follows: — 
12 
Taxable income x — 
10 
The Commissioner will, however, 
justice to the taxpayer in the asse 
ment of tax of his final year of 
come. In the case of a company, he 
ever, it is potentially eternal, so 


justice may be done to this class of % 


payer “tomorrow when the apric 
ripen” as the Arabs say. 


By publishing our Yorkist frien 


letter, we have to admit that the Ca 


missioner enjoys a precedent for 
attitude, a precedent which is 
years old. 

I come now to the end of our co 
pondent’s letter. When I used 


term “Blythe Spirits” I got the notif 


from the first line of Shelley’s Ode 


a Skylark: “Hail to thee, blithe spiri 


I use the term “blythe spirits” a gi 
deal as an antonym to Professor 
Edwards’ “clots”. However, as an 
amination of a city telephone dire 

will reveal, all these spirits now sf 


their names with a “y’’, so that theya 


called “Blyth” or “Blythe” —ne 


“Blithe”. I considered, therefore, I wi 


entitled to modernise Shelley’s spellii 


Now, who is this Mr. N. Coward, 
whom Mr. York refers? 
out of touch with modern writings. 
he some strolling actor who has 
ten a play and has gone to Shelley 
its title? I seem to remember a 
son of that name who wrote a s¢ 
“Don’t let your son go on the sta 
Mrs. Polkinghorne”, or something 
that. Is he related? 
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